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The Bank publishes from time to time in this 
Review signed articles by exponents of different 
theories on questions of public interest. The Bank is 
not necessarily in agreement with the views expressed 
in these articles. They are published in order to 
stimulate free discussion and full inquiry. 
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Taxation and Incentives 
by S. P. Chambers 


“In regard to the Income Tax, I do not hesitate to associate 
myself with the declaration of more than one of my predecessors 
that an income tax of a uniform rate of 1/— in the £ at a time of 
peace is impossible to justify. It is a burden on the trade of the 
country which in the long run affects not only profits, but wages.”’ 


Mr. AsguitH (Chancellor of the Exchequer). 
Hansard, Col. 299, 30th April, 1906. 


R. ASQUITH had to defend an income tax of Is. in 
Mi the £ with no surtax ; to-day income tax is gs. in the £ 

and surtax goes up to ros. 6d., making a top rate of 
19s. 6d., while the duties on drinks and tobacco have risen to 
heights undreamed of in 1906. 

There is no doubt that the present heavy burden of 
taxation is affecting production adversely, and, although 
at the present time tax concessions may be difficult for the 
Chancellor to give, there is a strong case for the reduction 
of that part of the tax burden which presses with undue weight 
upon enterprise, and a still stronger case for a far-reaching 
reform of the Pay-as-you-earn system of collecting income tax 
from wage-earners. The purpose of this article is to get away 
from generalities and to show more precisely how the burden 
is crippling Britain to-day and what practicable steps could be 
taken to give relief. 

Let us consider the wage-earner first. Under Pay-as-you- 
earn a high rate of income tax reduces the willingness of the 
average wage-earner to do extra work for extra pay. It is not 
the average rate of tax on the whole income which matters so 
much as the marginal rate—the rate of tax payable on overtime 
pay, or, in the case of piece work, on the pay for the extra 
output for the extra effort. The figures are illuminating. 

A married wage-earner with one child pays only £1 tos. 
tax if his income is £300 a year, and this is an average of only 
Id. in the £. But the rate of tax on the last £1 he earns is 
2s. 6d. (3s. less one-sixth earned income allowance). Thus, if 
he earns an extra £1 he will pay 2s. 6d. extra tax. At £400 a 
year his marginal rate of tax is 5s. (6s. less one-sixth) and at 
£500 it is 7s. 6d. (gs. less one-sixth). In these days most wage- 
earners know enough about their income tax to realize how 
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much of their overtime pay goes in income tax, and there is 


no doubt that this discourages extra effort. A marginal rate | 
of tax of 7s. 6d. for the £10 a week man is much too high and | 


is a real disincentive to hard work. Pay at “ time and a half” 
for overtime becomes less than plain time rate net when 
overtime is taxed at 7s. 6d. in the £. Men know this and say it. 

If to the weight of direct taxation there is added that of 
indirect taxation which makes the net earnings go such a little 
way towards satisfying quite simple wants such as to smoke a 
little, drink a little, or to buy a small gift for a wife, or a girl 
friend, the total burden becomes very heavy. Two hours’ 
extra work at 3s. an hour will yield gross earnings of 6s., 
which, less tax at 7s. 6d., becomes only 3s. 9d., of which a half 
or more will go in indirect taxation if spent on something 
liable to Purchase Tax at a high rate, or on a packet of cigarettes 
or very small round of drinks. So, instead of working the two 


extra hours, the family man goes home earlier to listen to the | 
radio, or to devote yet more time to his pools competition, and | 
the younger man goes for a walk with the girl friend, or devotes | 


more time to sport whether he plays or only watches. The 
piece worker takes it slowly because it is not worth while 
exerting himself for the little extra which he will earn. 

It is, no doubt, possible to exaggerate the short term effect 
of taxation on the efforts made by workers in industry, and, 
indeed, the direct evidence may be inconclusive. It is the long 
term and unmeasurable effects which are more serious. It is 
the steady sapping of the vital urge to work and to work hard 
which is the real tragedy of the high rates of taxation at the 
present time. Hard work was both a virtue and a necessity 
in Victorian times; to-day the individual necessity to work 
has very largely been taken away, and the virtue of work is 
almost as unfashionable as that of thrift. 

It is unfortunate that to-day high rates of tax conspire 
with social security to sap the will to work. Nobody in their 
senses denies the great benefits of a modicum of social security 
to prevent the misery of unemployment, or of poverty through 
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sickness. But high taxation accompanying a high level of 


social security leaves the reward of virtue terribly small because 


it reduces almost to vanishing point the margin of comfort | 


between lazy acceptance of the gifts of social security and that 
of good hard work accompanied by honest saving. The 
subsidization of the elementary needs of life works in the same 
direction. As the cost of social security and of subsidies comes 
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out of taxation, every time the tax burden is increased for these 
purposes there is added a double disincentive to work. 

From the angle of incentive to work a reduction of income 
tax is clearly superior to a reduction of indirect taxation. 
Indeed, for some people high indirect taxes may even be a spur 
to harder work because a larger income is required to pay for 
the things which they are in the habit of having but which 
now cost more. This argument is valid for a limited number 
of people only, and even for them it has strict limitations ; 
there is a point at which extra leisure becomes more valuable 
than the extra things which they would like to buy. 

If any reduction of the wage-earner’s income tax is possible 
it is clear that this reduction should come in the form of a 
reduction in the rates of tax rather than in the form of increases 
in the personal allowances since a reduction in rates of tax 
affects the marginal rate of liability (the rate payable on extra 
earnings) while an increase in the personal allowances affects 
only the average rate (except where the increase takes the 
taxpayer out of the range of tax liability altogether or out 
of the range of the 6s. or gs. rate). An increase in the earned 
income allowance (at present one-sixth) would have the same 
effect as a reduction in the rate of tax, but this effect would 
be less obvious to the taxpayer. 

But whether or not a reduction of the wage-earner’s 
income tax can be given, the method of collecting the tax 
requires re-examination from the angle of its effect upon the 
willingness to work. Under the system operating before the 
War the taxpayer, whether wage-earner or director, paid his 
tax on the basis of an assessment of the income of a past period 
—a six months’ period in one case and a year in another. 
In 1940 a system of deduction of tax from earnings was intro- 
duced, the tax deductible in any period being the tax ascer- 
tained to be due in respect of a previous period. Then in 
1943 there was introduced the PAYE system under which the 
tax deducted in any week or month was calculated on the 
earnings of that week or month. 

It is to be observed that from the incentive angle both 
earlier systems were superior to PAYE. If a wage-earner 
had a good week he immediately received the full benefit of 
his extra work since the tax deduction at the end of the week 
was already fixed by reference to past earnings. The extra 
tax in respect of his extra work would not come along for some 
months and this particular week’s work would anyhow be 
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thrown in with all the other weeks of the half year. Thus the 
impact of extra tax on extra earnings was so indirect under the 
collection-in-arrear or the deduction-in-arrear system that the 
effect of tax on the incentive to work was negligible. Under 
PAYE the tax deducted in any week is calculated on the 
earnings of that week, and therefore extra earnings attract 
extra tax at once. The wage-earner knows that his extra earn- 
ings are subjected to tax deduction at his highest rate. Thus 
under PAYE wage-earners will frequently be heard to say that it 
does not pay to work overtime (or push up piece work earnings). 

All this was known before PAYE was introduced, but in 
spite of it PAYE was introduced because on other grounds 
it was superior to the older methods of tax collection. The 
heavier tax falls on the week for which the heavier pay is earned, 
and in weeks of sickness a tax refund becomes due automa- 
tically. The fitting of the tax burden to the taxpayer’s back 
makes that burden on the whole seem lighter. Under the 
old system a sick or unemployed wage-earner would receive 
a peremptory demand for tax when he could not pay, and would 
fear court proceedings or distraint upon his effects. However 
considerate the tax administration under the old system, the 
threat was there, and the words were on the notices. From 
the State’s point of view also PAYE means prompt collection 
and therefore more efficient and more complete collection. 
It also means that, in a period of rising income levels, taxes 
rise as incomes rise, and not with a time lag of between nine 
months and two years. This latter aspect makes PAYE an 
important anti-inflationary weapon. 

We must conclude, therefore, that the PAYE principle 
has come to stay because the advantages outweigh its dis- 
couraging effect on the will to work. But is it possible to 
have the best of both worlds, the advantages of PAYE without 
this discouragement to work? I think it is. 

Proposals have been made from time to time for the amal- 
gamation of the income tax allowances for dependants and 
children with the allowances payable under social security.’ 
It is on these lines that the worst features of PAYE from the 
incentive angle can be removed. 

Social security was unknown when income tax was 
introduced, and when the Royal Commission on the Income 
Tax in 1920 made its recommendations it could hardly have 


1 See, for example, Lady Rhys Williams’ proposals in “ Something to Look Forward 
"" (MacDonald, 1943). An objection to Lady Rhys Williams’ scheme is the very high 
ane of tax deduction which it involves. 
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guessed that a generation later the State would be making 
direct cash payments in respect of dependants for whom tax 
allowances were recommended. As a consequence there is 
duplication and anomaly. 

A married man with two or more children gets two 
allowances from the State in respect of each child other than the 
first, provided that he is liable to income tax. Oddly enough 
one allowance is fixed but the other, the income tax allowance, 
is lower if his income is lower, and is forfeited altogether if he 
ceases to be liable to income. Clever arguments can be 
adduced for this strange state of affairs, but for the State 
to pay £13 a year to a parent in respect of his child if the 
parent’s income is £200 a year, £20 if his income is £350, £28 
if it is £400 and £40 if it is £600 (or £60,000) offends the 
ordinary man’s notion of common sense. 

The theory that the income tax allowances were part of 
the general scheme of graduating the tax according to ability 
to pay was evolved at a time when less than ro per cent. of the 
population paid income tax and when family allowances and 
other benefits of social security were unknown ; to-day, when 
to be liable to pay income tax is the rule and not the exception, 
even for manual wage-earners who easily outnumber all other 
classes of income tax payers together, and when the State has 
taken over so much responsibility for the elementary needs of 
individuals generally and of children in particular, the theory 
and the system are obsolete. For the wealthier taxpayer the 
effect of the allowances on the tax bill to-day is very 
small and makes little difference to his expenses if he 
decides to pay privately for his children’s education, and 
in any event the allowances are not given for surtax 
purposes. 

_ The case for amalgamating all the personal allowances 
given for income tax purposes with those given under social 
security is strong, and if these allowances were eliminated 
from the income tax altogether the way would be open not 
only for a simplification of the tax but also for the removal of 
its worst influence upon the will to work. 

The elimination of the allowances from the income tax 
would make it possible to introduce a system of tax deduction 
at a fixed rate from all salaries and wages. As the average rate 
would be equal to the marginal rate, the fixed rate necessary 
to yield the same revenue would be very much lower than the 
present standard rate of tax. 












The Inland Revenue handles nearly 14 million cases 
of persons liable to income tax and another 5 million who, 
when given their personal allowances, are found to be not 
liable to tax or entitled to repayment.’ Of this total of 19 
millions less than 2} millions have incomes exceeding £500 
a year, and of the remaining 163 millions nearly 16 millions 
are wage or salary earners with incomes under {£500 a year. 
Within the range of incomes up to £500 a year the highest 


average rate of tax to-day is 4s. 5d., being, of course, the rate 4 
for a single man with £500 a year. The highest average rate | 
for the other classes of taxpayer within this range are 3s. 2d. | 


for a married man with no children, 2s. 1d. for a married man 
with one child, and 1s. 1d. for a married man with two children. 

The present system involves the filling up of a return and 
claim for allowances by every one of the 14 millions of persons 
liable to tax, and by 5 millions more whose allowances, when 
claimed, exempt them from tax. Under a fixed deduction 
system no wage-earner with an income under £500 a year would 


fill in a taxform. Tax would be deducted automatically ata | 


fixed rate from all wages and salaries above as well as below 
£500 and the employer would make a return only of those 
with incomes above {500 (or below that figure in the case of 
part time employment where the rate of pay would indicate 
a total income above £500). Incomes above £500 would be 
dealt with by the normal system of assessment and collection 
(whether by deduction at the source or by direct payment) 


and the tax machine would have to handle 3 or 4 million | 


taxpayers instead of 19 millions. In all cases personal al- 
lowances would be eliminated from the assessments. 

Under such a system the social security allowances 
would be expanded to cover the present tax allowances, and 
all duplication would be eliminated. There would then be a 
strong case for the payment of these allowances through the 
employer except where the employee did not wish it. 
Employers’ wage sheets already handle such extraneous matters 
as social security contributions, trade union subscriptions and 
National Savings, and the addition of fixed social security 
benefits would be a small burden in exchange for the relief 
from the vast amount of detailed work involved in PAYE. 
The whole system of coding and of tracing employees from 
one job to another to pass on tax particulars would be swept away. 





1 See 89th Report of Commissioners of Inland Revenue for the year ended 31st March, 
1946 (Cmd. 7067). 
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The fixed rate would, of course, depend upon budget 
policy, but a rate of 3s. suggests itself as somewhere near the 
mark at the present time. Such a rate would, of course, 
yield far more tax than the present system, but against this 
would have to be set the extra social security payments. The 
picture would be: tax deductions at 3s. in the £ from all 
wages and salaries, and the addition of fixed social security 
allowances in the case of married taxpayers, so that in many 
cases the addition would exceed the deduction. Overtime 
earnings would then pay tax at the fixed rate of 3s. instead of 
at 5s. or 7s. 6d. as at present. 

This system has the added advantage that the wage-earner 
has a direct interest in any reduction in the tax rate which the 
Chancellor can give. At present it is quite impossible for him 
to know what difference the alteration of the earned income 
allowance from 1/6th to 1/5th would make ; but a reduction 
of the fixed tax deduction rate from 3s. to 2s. 6d. has a real 
meaning. 

For incomes above £500 additional tax would be payable 
by charging a higher rate on the excess over £500. That isa 
relatively simple matter, and as the numbers are small, the 
administration would raise no difficulties comparable with 
those of the present system. 

It might be objected that this system would press more 
heavily upon people in low income groups who are at present 
exempt from tax and who would have tax at the fixed rate 
deducted from their whole pay. The answer is twofold. In 
the first place, in so far as the existing tax allowances are 
coupled with social security allowances, they would no longer 
be regressive (in the sense of increasing as income increases) 
and, for the same net tax burden for the country as a whole, 
it would be possible to increase the allowances for the lowest 
income groups and the classes most deserving of relief. More 
could be done, for example, for the war widow who is struggling 
to bring up a young family. On the other hand, until a more 
general reduction of taxation is possible, the fixed deduction 
of tax might impose a heavier net burden upon the youth 
or young woman without any dependants or family respon- 
sibilities, but these are backs with a relatively light burden just 
now. 

There are, of course, many details to be filled in in such a 
scheme, and the figures of £500 and 3s. are little more than 
illustrative, but the case for a radical streamlining of the whole 
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system of collecting tax from wage and salary earners on these | 


lines to get rid of the high marginal rates of tax, and to cut 
out some of the present mass of detailed work deserves serious 
consideration. Not only would employers be relieved of much 
of their present taxation work, but overworked Inland Revenue 
staffs would get much needed relief. 

When we turn to the second class of taxpayer affected by 
high taxes, the business man, we are again faced with evidence 
of a long term and of an indirect character. To build up a 
great business from small beginnings, to risk everything in an 
enterprise in which you had faith, to struggle against bitter 
competition and adversity, were virtues upon which Britain’s 
industrial might were founded in the eighteenth and nine- 
teenth centuries. To-day those virtues are recognized in other 
countries, but in Britain they are sadly at a discount. The 
dice are heavily loaded against the man who is enterprising. 
If he fails he is finished. If he succeeds he will bear a heavier 
tax than the man who gave up the struggle and buried his 
talents in the ground or invested them in gilt-edged securities. 

Many of our largest and finest industrial enterprises, 
particularly those in the Midlands, the North and Scotland, 
were built up from small beginnings as family businesses. 
To-day, with Profits Tax, Income Tax, Surtax and Death 
Duties, it is mathematically impossible in this way to build up a 
large business in a reasonable lifetime. 

Let us look at the figures. £2,000 a year might have been 
described as a comfortable income in the middle of last century. 
The total of direct and indirect taxes borne upon it would 
still leave not less than £1,800 true spending power. Let us 
suppose that a business man in those days spent half of this 
income of £2,000 on taxation and living expenses and ploughed 
back into the business the other half (£1,000) He could 
steadily build up his capital, and the rate of build up would 
grow more than proportionately to the rate of growth of his 
income. What are the corresponding figures to-day? If the 
business is carried on personally (and not as a limited company) 
there is no profits tax to pay, but the income tax takes £653 
out of the £2,000, assuming that the taxpayer is married and 
has one child, leaving £1,347. But the cost of living (including 
indirect taxation) in a case like this has risen to perhaps three, 
four or five times what it was in the middle of the nineteenth 
century, so that the £1,347 net income in 1948 is worth far 
less than the £1,800 of a century before, and indeed is 
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Se insufficient to maintain the old £800 standard of living, leaving 
ut nothing whatever to plough back into the business. 
us As we take higher incomes the position becomes pro- 
ch gressively worse. The £5,000 a year man to-day cannot be 
ue compared to his opposite number of a century ago. More than 
half his income goes in income tax and surtax, and, like the 
Dy £2,000 a year man, he can live only at a very moderate standard 
ce without ploughing back any profits into the business. 

a When a man dies leaving his business to his son, there are 
an heavy death duties to be paid, and these impose yet another 
er burden on the family business. 

's If the ownership of a family business is turned over to a 
e- private limited company, the extent to which sur-tax is avoided 
er is very limited because there are very complicated provisions 
he to prevent the avoidance of tax in this way. Moreover, subject 
ig. to minor abatements, the profits then become liable to Profits 
er Tax at 10 per cent. if undistributed, or 25 per cent. if dis- 
ls tributed, income tax at gs. in the £ being payable on the net 
S. amount remaining after payment of Profits Tax. 
S, Thus, however enterprising a man may be, taxation has 
d, made it impossible for him to build up a business as his grand- 
’S. father did in Britain in the nineteenth century, or his con- 
th temporaries can still do in America in the twentieth. 
a The general effect of these annihilating taxes on the mind 
of the would-be enterprising business man has been summed 
en up in the statement that taxation “ has taken all the fun out of 
y: the game.” In many ways building up a good business was 
Id like playing a keen game with many competitors. There can 
us be no doubting the beneficent effects of this kind of game upon 
us | the standard of living of the whole country, but to-day the odds 
ed are impossible, and the rules an intolerable burden. 
Id Of all the taxes on enterprise, the Profits Tax is, from the 
Id | incentive angle, easily the worst, and should be repealed 
us || altogether. We need a bonus for enterprise, not yet another 
he ' handicap. If there is any principle in taxation at all it is that 
y) |) income from enterprise should be taxed at a lower rate than 
3 income from passive ownership. But to-day the Profits Tax 
aid | ‘teverses the rule and imposes the greater burden upon 
1g | enterprise. 
ey | During Parliamentary Debates on the income tax from 
th § 1853 onwards, speakers have warned successive Chancellors 
at | of the Exchequer that increases in that tax would ruin the 
- - 


country. In our time income tax rates have risen to such 
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levels as to make these early warnings look rather foolish, 
But they were not foolish. What may be possible in the short 
period for an emergency—a desperate life and death struggle— 
is not possible as a long term policy. It is so easy to increase 
the income tax, and so hard to put it down again. It is so 
easy to recognize that the tax should come down, but so hard 
to put it down instead of leaving it to another year or to another 
Chancellor. Perhaps from the point of view of long term 
economic health, the greatest curse of this country may yet 
prove to be the efficiency of its remorseless tax machine. 
Then there is the effect of taxation upon the much maligned 
investor. He has a part to play in industry, and it is not quite 
SO passive as many people assume. His judgement in supporting 
one enterprise rather than another does play some part in the 
direction of capital investment. We have also to remember 
that most investors are “ small ’’ people to-day with full-time 
occupations. In the present difficulties we want the investor 
to save all he can and to spend as little as possible on personal 
consumption. How is he affected by taxation? What are his 
inducements to save? Let us take the case of a man with 
£200,000 capital. At 24 per cent. his gross income would be 
£5,000 a year, and his net income after income tax and surtax 
£2,372. A century ago £5,000 a year bore very little tax, 
direct or indirect, and was a very large income. Even as late as 
1926 the £200,000 earned 44 per cent. which is £9,000 gross, 
and the net amount after income tax at 4s. in the £ and surtax 
was approximately £6,350. If the 1926 investor saved half his 
net income he would have £3,175 to invest after spending 
£3,175 on himself. The cost of living to-day is much higher 
than it was in 1926, and the net amount to yield the same 
standard of living as £3,175 did in 1926 would be over £5,000. 
But from the same capital the whole net income to-day (£2,372) 
is less than half of this sum so that even with a drastic lowering 
of the standard of living there is still nothing left over to save. 
There is another aspect, that of the taxation of the income 
to be derived from the saving. As we have seen, the investor's 
standard of living to-day is necessarily much lower than it was 
before the War, and he is expected to lower it still further in 
order to save for a net interest which is hardly a quarter of 
what it was before the War, and is worth in purchasing power 
hardly a tenth. There is clearly little incentive to save, and, 
even at this high level of income, when existing commitments 
are taken into account, there is very little capacity to save. 
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An incidental effect of the combination of low rates of 
interest and high rates of tax is that the old magic of compound 
interest earned upon investment income which is consistently 
re-invested has vanished. No longer can the thrifty build up 
a fortune in this way. Some people may consider this change 
a good thing, but it is yet another discouragement to thrift. 

For all classes of taxpayer, therefore, the present burden 
of taxation acts as a real disincentive against doing what should 
be done in the national interest—work, launch out on new 
enterprises, save. We have considered the reform of PAYE 
with the object of removing its worst influence upon the will 
to work, but over and above this a radical change is required 
in the whole attitude towards the subject of State finance. 

First and foremost comes the old principle that taxation 
should be as low as is consistent with good government. 
Nothing should be paid for by the State out of taxes that 
cannot reasonably be paid for direct by the individual. Every 
time the State takes taxes from the individual in his capacity 
as an income earner and pays it back to him in cash or kind 
in his capacity as a consumer or beneficiary under a State scheme 
(whether of direct subsidy or the subsidization of housing, 
education, medical benefit, social security, or anything else) it 
reduces both the incentive to work and the apparent need to 
work. National needs and aspirations, however vividly set out 
in White Papers, do not produce individual incentives to work ; 
individual needs and desires are the best producers of these 
incentives. So long as there is any freedom left to the individual 
in working or spending there is a limit beyond which excessive 
taxation defeats its own purpose, and will be the direct cause 
of an undeclared and almost subconscious strike against 
working for income which cannot be spent or saved in the 
manner in which the individual, and not the State, chooses. 

Only if there is a substantial reduction in expenditure 
can any relief from taxation become possible. Another 
important and relevant factor which has always to be borne 
in mind is the influence on savings. Reduced direct taxation 
coupled with an enlightened interest policy could put new life 
into the Savings Movement and thus, through genuine savings, 
help considerably in the fight against inflation. 

There can be no doubt that any tax relief should, on 
incentive grounds as well as on other grounds, be given first 
in the field of direct taxation. The rate of income tax and the 
Profits Tax are the first candidates. 
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The case for reducing indirect taxes is obviously weak 
to-day, but the case for improving the incidence of these taxes 
remains strong. The purchase tax is a whip with which the 
consumer can be driven away from goods which it is incon- 


venient at the moment for him to want to buy. There are, for F 


example, many kinds of tax-free electrical equipment which 
ought not to be bought just now because its use will aggravate 
the difficulty of supplying electric current to carry the peak 
loads. Again, betting, notwithstanding its administrative 
problems, is a rich field to explore, and a little more courage 
in accepting the difficulties, and a little more willingness to 
risk making mistakes would be handsomely rewarded. The 
existence of so large a volume of betting in its various forms 
to-day is no accident. In a post-war Britain from which the 
perils of war have gone there is so much emphasis upon 


security, and taxation has so taken away the reward of extra [ 


effort, that little risks for large untaxed gains have a special 
attraction. 

Reductions must, therefore, clearly come first in the field 
of direct taxation. Let us admit that the effects of tax reductions 











on incentives may be small at first and always slow, while the | 


needs of the country are large and urgent. Nevertheless, some 
reductions are overdue, particularly where tax bears heavily 
upon enterprise. Above all, far-reaching reforms are possible 
in the taxation of wage-earners, and these reforms would help 
much more than fine speeches to restore the incentive to work. 

It may be that reductions in taxation in order to restore 


the will to work and to undertake risks may not have a very | 


high place in the Chancellor’s inevitable priority list, in which 
a budget surplus may rightly take pride of place. But budget 
surpluses are hard to achieve because once money has been 
raised by taxation it is exceedingly difficult to avoid spending 
it. If, however, still higher taxation is imposed and it is not 
used as a disinflationary surplus, and if as a consequence it 
fails to reduce the means of purchasing power in existence, 
then, so far from curing the fever, it will have inflamed it, 
because, while doing nothing to improve matters on the 
money side, it will have worsened the position on the production 
side by a further weakening of the will to work and to save. 


S. P. CHAMBERS. 


London. 
March, 1948. 
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Contemporary Scandinavia 
HISTORICAL FOREWORD 


N pursuance of the project of LLtoyps BANK REVIEW to 

issue a series of articles on European social problems we 

now come to Scandinavia, and it is our aim and hope during 
1948 to publish contributions from Swedish, Norwegian, and 
Danish economists focused upon contemporary difficulties and 
constructive solutions. The purpose of this Introduction is to 
sketch in, albeit in barest outline, the necessary historical 
background. Mr. Balfour once wrote: “the so-called 
‘repetitions’ of history are never more than vague resem- 
blances.” In this outline there are resemblances, such as 
the shortage of primary products needful for our shipping, 
and there is at any rate one episode that foreshadows a stubborn 
political issue of our own time. But what is of vital im- 
portance is the contrast that is brought vividly before our 
minds: the momentum of passion and prejudice which 
prevailed in Scandinavia across the centuries has now yielded 
pride of place to cool reason and the equitable consideration 
of balanced interests. Here surely is a salutary reminder 
that in the comity of nations the querulous pessimist is not 
invariably right nor the vaulting idealist always wrong. The 
reading of history makes for caution, not for cynicism and 
despair. 


The trade of the Baltic, that great inland sea which drains 
nearly one-fifth of Europe and into which upwards of 250 rivers 
flow, has always been an international interest, so important that 
during a long stretch of history the Sound was the site of the 
richest customs-house in the world. Indeed, although it is 
incontestable that from time immemorial Teuton and Slav have 
struggled in perennial rivalry along its shores, on the other hand 
it is no less true that for ages the Baltic was the veritable gateway 
between East and West, second only to the Mediterranean. 
Until the rounding of the Cape of Good Hope both seas were 
nodal points whence largely radiated the channels of the 
world’s commerce. 

The early story of the Russian transit and export trade 
has yet to be told and, as Eileen Power hinted, it seemingly 
has escaped the notice of most historians because of their 
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ignorance of Jewish medizval literature. Wherever and when- 
ever the story is written we are led to the conjecture that it 
will be read with fascination, with delight, with wonder. There 
are a number of fragmentary contributions by archzologists, 
and one of the important bases of our knowledge is the 
enormous mass of old Eastern coins collected in Scandinavia, 
especially on the Baltic island of Gothland. As to transit, it is 
computed that for over 2,000 years the Russian rivers were 
arteries between Northern Europe and the Black Sea and (via 
the Caspian) to and from Central Asia and the Far East. This 
trade was very brsk between 800 and 1200, long before the 
rise of the Hanse. To this day choice specimens of Arabian 
glass and pottery are found near Visby, long one of the most 
thriving commercial cities in Europe and, during the 14th and 
15th centuries, a principal factory of the Hanseatic League. 
As to the Russian export trade, there was the produce of the 
forests, furs, honey, wax, and timber. The surplus of cereals 
from the famous Black Earth regions of Russia did not reach 
the West via the Baltic until the 18th century; the Baltic 
grain of the 14th and 15th centuries was grown in Eastern 
Germany and Poland. We are apt to forget that trade and 
the city-state flourished in Russia, thanks largely to fruitful 
Scandinavian collaboration, not much later than it did in the 
more advanced parts of Western Europe.’ 


Of Northern Europe all down the years it may be affirmed 
that there can be few regions where the tendency to secure what 
is crudely termed a trade ascendancy, now from one quarter 
and now from another, has more persistently emerged. 
T. W. Fulton in The Sovereignty of the Sea, which is the locus 
classicus, writes : 

“ The Scandinavian claims to maritime dominion are 
probably the most important in history. They led to 
several wars; they were the cause of many treaties and 





1A vivid short account in English is in an article entitled “‘ Trade with Eastern 
Europe, 800-1200" which appeared in The Economic History Review for 1943. It is bya 
Russian, Dr. Brutzkus, but was revised by Professors Eileen Power and M. M. Postan. 
Cf. an article entitled “‘ Russia and the Slave Trade” by F. F. Seeley in The Slavonic Review 
for January, 1945. A notable lecture by Professor Sture Bolin of Lund was published in 
Scandia, Tidskrift fér historisk forskning, X11, 1939, p. 181 ff under the title of “* Muhammed, 
Karl den Store och Rurik.”” Cf. Bugge, A: ‘Die Nordeuropaische Verkehrswege im 
friihen Mittelalter,” Vierteljahrschrift fiir Social und Wirtschaftsgeschichte (1906.) The 
literature relating to the Hanseatic League is, of course, extensive. The best account of 
British relations with the Hanse, and of the Iceland trade, is contained in “ English 
Trade in the Fifteenth Century” edited by Eileen Power and M. M. Postan (London, 
1933). 
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disputes about fishery, trade, and navigation; they were 

the last to be abandoned. Until about 1861 Denmark still 

exacted a toll from ships passing through the Sound.” 
If we turn to our own early connection with these Northerly 
climes we read in the history books that: 

“For some centuries after the days of Canute the 
story of British relations with Denmark-—Norway tells 
mainly of contest in the field of commerce. The Danes 
not only hindered traffic through the Sound and by the 
Elbe, but absolutely forbade to British ships entry to 
their Northern waters, whether for purposes of fishery, of 
trade to Iceland or Northern Norway, or of mere passage. 
The British on their side resented the hindrances and 
defied the prohibition. Repeated endeavour in the 
course of the 15th century to compose the quarrels by 
treaty had but passing effect, and although that of 1583 
freed the passage to the White Sea, first accomplished 
thirty years before, the other restrictions were maintained 
and not infrequently bore fruit in actual hostilities.’ 

In the light of recent research, the second of these pas- 
sages, which is from the pen of the late J. F. Chance, calls 
for some dilution in regard to Norway: throughout the 11th, 
12th, and early 13th centuries Norway depended on England 
for cereals and this country already largely depended on 
Norway for its timber imports, and these were much greater 
than some people realize. 

The path of restriction and arrogant exclusion which 
the Danes blazed was to lay the course for many a long day. 
Rigid monopoly was reduced by the Hanse to a fine art. 
Indeed, as Professor Postan reminds us, the Hanse formed a 
background to English commercial development as inevitable 
and sometimes as unaccountable as the weather itself. The 
Hanseatics supplanted the Scandinavians at Novgorod and in 
the Russian trade ; but nowhere, as he writes, was their power 
greater than in Scandinavia itself. In the course of the late 13th 
and early 14th centuries they acquired a hold over the mineral 
wealth of Sweden; over the rich fisheries of Scania, where 
the herring still spawned ; and over the fish and fur trade of 
Norway ; they established their domination in the municipal 
| government and law of Sweden and Denmark, and they came 
very near to ousting the Norwegian merchants from their ° 





1 Royal Historical Society. Volume XXXVI. Denmark. (London, 1926.) 
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own port of Bergen. Thus the quarrels of the r5th century 
were rather with the Hanseatics than the Danes, and the main 
hindrance for British penetration in the Baltic was not the 
Danish barrier but Hanseatic opposition. In the second half 
of the 14th century large quantities of cloth began to be pro- 
duced in England for export, and it was in the late 14th and 
15th centuries that the English penetration into Northern 
markets began in earnest. 

The political yoke of the Danes was cast off by Sweden, 
but only with Liibeck’s aid, at the cost of a grinding economic 
tyranny by that city. The year 1536, thanks to the co-operation 
of Denmark and Sweden, marked the end of Liibeck’s 
hegemony in Scandinavia. But nothing is clearer than that 
monopoly and restriction were endemic in these Northern 
regions. When, after the Thirty Years’ War, the Baltic for 
over half a century became a Swedish lake there was perpetual 
friction with non-riparian Powers on account of harassing 
regulations which Oliver Cromwell told his countrymen to be 
“ a danger to your very being,” and William of Orange regarded 
with grave anxiety. The continued survival of Denmark as an 
independent State had now long become a cardinal object 
of policy for the Sea Powers, England and Holland, lest the 
dominium maris Baltici should “ give the Swede the sole 
and entire possession of the chief materials needful for the 
apparel and equipage of our ships, too great a treasure to be 
entrusted to one hand,’” 

The issue for the Sea Powers in 1658 as in 1700 was not one 
of aggression ; what was at stake was our main defence and our 
trade, indeed, our very bread and butter. Thus while England 
and Holland were mutually antagonistic in many matters 
of trade, they were at least both agreed that no single Power 
should once more control both sides of the Sound. Yet again, on 
the emergence of Peter the Great early in the 18th century, the 
archives of Western Europe abound in apprehensions about the 
portentous figure of the Russian Bear and the threatened 
paralysis of trade and navigation at an epoch when, as a 
distinguished historian of Princeton University has aptly 


1 This very apt expression was ‘used by John Thurloe, the Protector’s Secretary of 
State. An almost identical quotation (without indication of its source) is given on p. 588 
of Volume IV of The Cambridge Modern History. Cromwell's speech is in Volume III 
of Carlyle’s edition, p. 167 ff. Cf. for later developments with Sweden, an article dated 
October, 1901, by J. F. Chance and entitled: “‘ England and Sweden in the Time of 
William III and Queen Anne” in The English Historical Review. Volume XVI, pp. 
676-709. 
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reminded us, the importance of the old timber problem may 
be compared with that of the modern oil situation." The 
growth of foreign trade had been the most remarkable feature 
in the economic history of England during the later half of 
the 17th century, and our mercantile marine in 1700 was about 
three times as large as it was at the Restoration, while the 
tonnage of ocean-going vessels was continually on the up grade. 
Hulls might still be built of English oak, despite the waste and 
destruction of our English woods during the Civil Wars, but 
pine-timber for the masts and yards and strong enough to 
withstand the stress of Atlantic storms, hemp for the ropes and 
shrouds, flax for the sails, iron and copper for anchors, cables, 
and wire, pitch and tar for their various uses, must come almost 
wholly from the North, and a stoppage of supply meant that 
men-of-war and merchantmen could not put to sea. 

“* It is,” bewailed Lord Townshend in 1715, ‘ our 
misfortune at this juncture, by the knavery of the Musco- 
vites in imposing on our merchants last year, to have our 
navall magazines so ill provided with stores, particularly 
with hemp, that if the fleet of merchantmen, now lading in 
the Baltick, should by any accident miscarry, it will be 
impossible for His Majesty to fitt out any ships of war for 
the next year, by which means the whole Navy of England 
will be rendered perfectly useless.’ ’” 

Matters reached a crisis in 1716 when Peter, whose troops 
had left unpleasant memories in adjacent lands, aimed at a 
territorial base in Mecklenburg. Perhaps the analogy we should 
have uppermost in mind as we trace these records of men and 
events is that, mutatis mutandis, dangers and difficulties such 
as now beset the path of international conciliation were also 
apt to obtrude themselves, though on a very different scale, in 
the past. However this may be, Russian domination of the 
Baltic did not in the ultimate event seriously endanger British 
trade; within twenty years came the first of a series of 
commercial treaties with Russia, reciprocally advantageous. 


‘ Albion, R. G.: Forests and Sea Power. The Timber Problem of the Royal Navy, 
1652-1862. (Harvard University Press, 1926.) p. 164, and Introduction, p. xi. 


* British Museum. Additional MSS, 28154, f. 248. Timber came mainly from Norway 
and the Southern Baltic ports, flax and hemp from Riga, metals, pitch and tar from Sweden, 
and cereals (for Holland) from Danzig. Board of Trade report of December 23rd, 1697. 
British dependence on Swedish iron lasted until the Russian pig iron began to rival it in 
the early 18th century. 
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Autres temps, autres meurs. From the beginning of the 
16th to the end of the 18th century the mutual hatred of 
Danes and Swedes manifested itself in no fewer than eleven 
fierce wars with enormous resultant waste and exhaustion of 
vital forces. Now the scene has changed, and, even if they 
have not forgotten past tragedies, they can work together in 
honour and friendship. Each of the three Scandinavian 
peoples has developed certain special excellencies and qualities 
such as are most likely to be developed in an atmosphere of 
comparative tranquillity. Each affords an example of “ patriot 
virtue refined and sublimated by every grace of instinct and 
reason,” for nowhere is it better realized that the great enemy 
of human happiness is fanaticism. In Sweden, in Norway, 
and in Denmark, the old spirit of Scandinavian saga has 
survived in many an example of unobtrusive self-sacrifice and 
of disinterested endeavour of mind. And what is also notable 
is that enterprise there has provided a great mass of material 
for the comparative study of enlightened social and industrial 
expedients. Moreover, in addition to the span and practical 
nature of such activities, Scandinavian life has often been 
marked by a singular union of artistic taste and forward- 
reaching scientific thought. 

It would not be possible, without adding too greatly to 
the number of these introductory pages, to give even an out- 
line of the economic history of the Scandinavian countries. 
We shall indicate, in regard to each contribution to LLoyps 
BANK REVIEW, certain leading authorities and sources. “‘ The 
Place of Sweden in Modern Economic History” is the title 
of an article from the pen of Professor E. F. Heckscher which 
appeared in October, 1932, in The Economic History Review ; 
it is full of threads to guide. His masterpiece, “* The Economic 
History of Sweden since Gustavus Vasa,” is, it may be hoped, 
soon to appear in an abridged English edition, and nowhere 
will the student find greater range, illumination, and fertility. 
For in these days of blustering, turgid propaganda, Professor 
Heckscher still writes modern history under the good old 
rubric of scientific serenity, yet his eloquence continually 
touches the quivering nerve of living issues.’ 

The first contribution to our Scandinavian series, entitled 
“* Post-War Economic Problems in Sweden,” is by Professor 





1 Heckscher, Professor E. F.: Sveriges ekonomiska historia frdn Gustav Vasa. 
(Stockholm, Albert Bonniers Férlag, 1935, 1936). The completed work is to consist of 
3 Vols., each containing two books. Publication of the second volume is planned for 1948. 
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Foe Arthur Montgomery of Stockholm University. No one will 
of | read this penetrating analysis, where the writer with a few 
even | straightforward words picks out the important features of his 
n of | theme and at once brings them before our mental eye, without 
they being impressed by some remarkable parallels in the economic 
Ti | and social structures of Sweden and Great Britain. The 
vian | second article will, it is hoped, be by Professor Keilhau of 
ites | Qslo University, and the third by Professor Carl Iversen of 
€ of | Copenhagen University. 

riot 

and 

omy 

vay, The hope of our modern world is largely centred upon 
has | Bretton Woods and Havana, upon recognition of the essential 
and | truth that trade is not a money warfare but an exchange of 
able goods and services for the summum bonum of all. It is 
tial pertinent to point out that it was a Swedish Finance Minister, 
nial J. A. oo who in 1857 declared with the shrewd 





ical 








instinct of the practical man: 
rd. __ “T believe that trade in its great world-embracing 
nl diffusion is the mightiest weapon in the hands of 
| Providence for the edification of the human race ; indeed, 
ve that it is the great and deep yet quietly flowing river, 
ut gently but surely carrying the fate of the human race 
ae towards a higher culture, a higher radiance, and a more 
*he universal brotherhood. And, therefore, I repeat again : 
a | honour trade and its magnificent work—the blessing of 
itle mankind.’ 
ich , 
w; ALWYN PARKER. 
nic | March, 1948. 
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I—Post-War Economic Problems 
in Sweden 


By Arthur Montgomery 


HE post-war period has witnessed in Sweden a startling 

transition from an economic position which had seemed 

well-nigh impregnable to one of considerable dis. 
equilibrium in the balance of payments. 

This change must in all fairness be ascribed partly to 
external circumstances wholly outside our control. Sweden 
could not dissociate her fate from that of Western Europe nor 
could she remain unaffected by the calamities of others. The 
dislocation of international trade and the inconvertibility of 
most European currencies were apt to unsettle the foreign 
accounts of Sweden no less than those of other countries. In 
particular it is pertinent to bear in mind that adverse develop- 
ments in Britain have had, and were bound to have, unfavour- 
able and severe repercussions upon the economic structure of 
Sweden. 

But such external factors, for all their importance, have 


CPTI AR, th CAAT EE ENERO ELLE NTESS ® 


not been the only cause of our present discomfiture. Every | 
knowing and impartial student of Swedish affairs must now | 


admit that the untoward consequences of the world upheaval 


have been much aggravated by our own impolicy during the | 


post-war period ; on a retrospect it would seem to have been 
precisely calculated so as to unbalance the country’s foreign 
trade. The Government and the socialist majority of the 
Riksdag must of course bear the brunt of the blame, but 
there was too little vigorous and instructed analysis of the 
conditions of the case even on the part of the Opposition, 
and, as the lamentable result, no strong grasp of the fitting 
means to combat the crisis with alacrity in its incipient stages. 
Not for the first time in history, the politicians liked to think 
with pretty large blinkers on and to follow the primrose 
path. The most consistent and informed opposition against 
the official policy did not originate in parliamentary but in 
business circles. 


Before we pass to a diagnosis of the crisis and the confusion | 


of mind which has accompanied it, I would emphasize one 


overriding factor which always must dominate our economic | 


position, and then subjoin a few statistics of special interest 
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to illustrate our close commercial association with certain 
countries: Sweden is one of those countries dependent in an 
almost exceptional degree upon her overseas trade, and our 
economy is as a result extremely sensitive to the general trend 
ing of international commerce.’ ; 
ned For long Great Britain was the leading purchaser of Swedish 
jis. | products; in the earlier 1870’s some 50 to 55 per cent. of our 
exports went to the United Kingdom. Although this record 
figure was bound to decline when new buyers entered the 
jen © field and when our exports with the lapse of time became 
nor | more diversified, none the less Great Britain on the very eve 
The | of the Second World War was still our leading customer, 
of | taking between 22 and 23 per cent. of our total exports in 1937. 
ign | Germany came second with not quite 16 per cent. and the 
In |) United States third with approximately 11 per cent. While 
op- | Great Britain thus held the first place in our export trade, 
ur. | Germany ranked first in point of Swedish imports. In 1937, 
of | 20 to 21 per cent. of our imports were of German origin, 

Great Britain and the United States each supplying us with 
sve | 13 to 14 per cent. 


to 


A AAIORTOP OE Ni 


War Economy, 1939-45. 
val During the War of 1939-45 we were thrown back on our 


the | OWn resources even more than during that of 1914-18. Only 
en | a very limited amount of trade was allowed to trickle across 
ion | the line of the German blockade in the Skager Rak and, save 
the | for such intercourse as eluded the German vigilance, Sweden 
ut | Was almost completely shut off from Great Britain. Com- 
the | mercial intercourse with the United States likewise suffered 
on, | Very severely. Trade with Germany and other parts of 
ng | Continental Europe could not compensate such heavy losses, 
es, | and the aggregate of Swedish imports fell in 1941—1944 to 
nk | not quite 50 per cent. of the pre-war volume, dwindling still 
yse | further to 20 per cent. in the first half of 1945. The decline 
ast | 1 Swedish exports went still further, Germany’s ban on trade 
in | With her enemies being even more uncompromising in that 
case than as regards imports. In 1943 our total exports 
on | Were less than 4o per cent. of the pre-war level, and in 1944 
ne | they were only 23 per cent., partly, it is true, owing to restric- 
nic | tions imposed by the Swedish Government on trade with 
sst | Germany. 


BGT 





' Cf. Montgomery, A.: “‘ The Rise of Modern Industry in Sweden,” London, 1939, 
The present author also published in 1946, in Swedish, a book entitled “‘ Svensk ekonomisk 
| historia mot internationell bakgrund, 1913-1939.” 
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During the initial phase of the War there was a considerable 


P 
f 


| 
drain on the Riksbank’s holdings of gold and foreign exchange, | 


t 
i 


imports being kept at a high level as long as possible in order | 


to add to our reserves of important foreign goods. The | 


balance of payments was also adversely affected in consequence 


of the assistance we granted to Finland during the Russian | 


attack. In the Spring of 1940, however, a strict system of 
exchange regulations was introduced, while shortly afterwards 
Swedish imports were perforce drastically reduced owing to 
the German embargo. In subsequent years our international 


' 
: 


: 


accounts were more than balanced, the apparent deficit in our | 


foreign trade being amply covered by the earnings of our 
mercantile marine and other invisible items. As a conse- 


quence the outflow of gold and foreign exchange was reversed, ~ 


and by the end of the War the holdings of the Riksbank in 
gold and foreign currency were very considerable. 


While foreign trade declined in volume production for the | 
home market was stimulated by war conditions. The engineer. | 
ing industry in particular experienced a veritable armaments | 
boom, both the re-equipment of the Armed Forces and other | 


measures of defence affording } ga J of scope for increased | 


activity. The total volume of industrial production never 
fell appreciably below the high level of 1937, and in 1044 
it even rose above the record of 1939. 

The expansion of production for the home market as com- 
pared with exports, a process which, as explained, had been 
fostered by wartime conditions, survived into the post-war 
period and contributed greatly to disrupting the pre-war 
equilibrium which had prevailed in the balance of payments. 
Readjustment was rendered more difficult on account of the 
great increase of purchasing power which had taken place 
since 1939. Owing to her dangerous — position 
Sweden was compelled to carry out extensive defence measures. 
Expenditure for military purposes had amounted on the 
average to more than two billions of kronor (£120 millions) 
per annum, the corresponding figure during the financial year 
1938-39 being Kr. 250 millions (£13 millions.) A very 
large part of the additional outlay had to be financed by bor- 
rowing, and the public debt increased fourfold from about 
Kr. 2,700 millions at the beginning of the War to some 
Kr.11,500 millions at the end of 1945. The reserves of the 
commercial banks, which were fed from the sales of gold and 
foreign exchange to the Riksbank, were plentiful and enabled the 
Government to float a series of loans without any extensive 


-_ 


ae 


7 








recot 
tions 
the | 


its cl 
peac 


Forc 
Spri 
the | 
rose 
there 
yet 
abou 
seetr 
adju: 
toa 


appc 
meat 


conr 
seric 


judg 


1930 
lead: 
Swe 
Stan 
polic 
men 


prev 


indu 
intes 
at al 
to tl 
was, 
peac 
to | 
post 
pror 








rable | 
ange, | 
order | 
The | 
ence | 
sSian | 
n of 


g tol 
onal | 
| Our 


nse- 
sed, 
k in 


> the 
eer- 
ents | 
ther 
ased 
ever | 


the | 


xy 
R 


Out 
yme 


and 
the 
ive 








23 


recourse to the Riksbank. Indeed, Government opera- 
tions themselves prevented any efficient measures for reducing 
the excessive liquidity of the market. 


Tue Earty Post-War PEriop. 


When it became clear that the War was drawing towards 
its close there was much apprehension lest the transition to a 
peace economy should involve serious risk of unemployment. 
A great number of men had been drafted into the Armed 
Forces. On certain emergency occasions, particularly in the 
Spring of 1940 when Denmark and Norway were invaded by 
the Germans, the number of those on active military service 
rose to very high figures. In the concluding phase of the War 
there was no need for defence measures on such a large scale ; 
yet as late as the early part of September, 1944, there were 
about 180,000 men still serving in the Armed Forces. It 
seemed very likely that their release, synchronizing with the 
adjustment of industry to peace conditions, would give rise 
to a considerable amount of unemployment. 

In point of fact the Commission on Post-War Planning, 
appointed in 1944, devoted special attention to the ways and 
means of combating unemployment, whether that immediately 
connected with transition to a peace economy, or that more 
serious unemployment of later date which many people, 
judging from the experience of 1918-21, expected to emerge 
within a few years of the Armistice. The developments of the 
1930's and the teaching of Keynes and others had made many 
leading economists depression-minded, in Sweden as elsewhere. 
Swedish economic policy in 1945-47 is impossible to under- 
stand if that fact is overlooked. Unfortunately, however, a 
policy which sets as its main task the prevention of unemploy- 
ment is so popular with the electors that there is some danger 
that it will be maintained when it is no longer justified by 
prevailing conditions. 

In the Spring of 1945 the abundant supply of money 
induced the Riksbank, after a rather lame resistance, to lower 
interest rates, and the actual yield of State Bonds was stabilized 
at about a 3 per cent. level. The surrender of the Riksbank 
to those market forces which the Bank had helped to create 
was, no doubt, prompted by a desire to make the transition to a 
peace economy as smooth as possible and, more particularly, 
to lend additional support to the building trade, for in the 
post-war planning of the authorities building played a very 
prominent part. There were ambitious schemes for overcoming 
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the scarcity of dwellings which had developed during the early 
part of the War, and for effecting an extensive improvement in § 


the housing standard. In 1945, indeed, production was not 
far below the previous high record of 1939; yet the housing 
shortage persisted. The difficulties were increased by migration 


aS | MINI es 


to the towns under the influence of industrial prosperity, by a | 


high marriage rate, and by a rent restriction which mulitated | 
against economy in the matter of housing space. The drift of | 


my argument is to show that all through the post-war period 


anxiety to avoid disturbance of the building trade and to avoid | 


a rise in rents baulked any proposals to fight inflation by means | 


of a rise in interest rates. 

By the autumn of 1945 it had become clear enough that a 
business recession was out of the question for the time being 
and that the danger, if any, was rather the other way. Business 


activity and the pressure of the long pent-up demand for all | 


sorts of goods were amply sufficient to offset any adverse 
influences of the readjustment to peace conditions, and the 
men who were released from the Armed Forces had no difficulty 
in finding employment. Yet there were many people who 
regarded this spell of increased prosperity as no more than an 
interlude between the war economy and an impending depres- 
sion. 

This view, which implied the wisdom of widening the 
market, made the Swedish authorities still more willing to 
assist in the economic recovery of other countries by the grant 
of very considerable credits. There was general agreement, 
moreover, that Sweden ought to make a contribution of this 
kind particularly to her Scandinavian neighbours. Finland, 
which had received much help during the First War with 
Russia, was also accorded assistance after the conclusion of an 
armistice in September, 1944. The various credits granted in 
this way amounted to not far from half a billion kronor (£30 
millions), apart from the very considerable loans and gifts 
derived from private sources. Norway received a total of 
about Kr. 500 millions, 150 millions being in the nature of a 
gift. Denmark, which had suffered relatively less from the 
War than Finland and Norway, obtained about Kr. 250 
millions, 50 millions of which were a free grant. The balance 
of payments with Great Britain and the sterling area in general 
revealed a considerable surplus in favour of Sweden. This 
was largely covered by an exchange credit, Sweden consenting 
to accept payment in sterling within rather wide limits; 
£25 millions obtained in this and in other ways have been 
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immobilized until the end of 1949. Credits were also granted 
to some other countries, particularly the Netherlands, France 
and Poland. 

The foreign trade accounts of Sweden in 1945 closed with 
an export surplus of not far from Kr. 700 millions. Stocks of 
export goods that had accumulated during the War, especially 
in the forest industries, were disposed of while imports were 
slow to recover. Even the trade with the United States brought 
asurplus. In 1946, however, conditions changed and an adverse 
balance of trade developed. This could be interpreted at first 
as a return to the normal state of things, imports being normally 
larger than exports in the foreign trade of Sweden, and there 
appeared to be no cause for alarm ; everything, indeed, seemed 
to justify the conclusion that the balance of payments was in 
complete order. The Riksbank reserves of gold and foreign 
exchange remained very stable and there was good reason to 
think that the foreign credits would not cause any trouble during 
the later half of the year, the greater part having been drawn 
upon during the period before the middle of 1946. Yet the 
disbursements left Sweden in a somewhat more vulnerable 
position than formerly. It had been necessary to draw on 
stocks built up during the War, including also some com- 
modities, for instance grain, that were in short supply in 
Sweden. As a consequence a rise in exports was made more 
difficult while imports were affected in the opposite direction, 


THE APPRECIATION OF THE SWEDISH KRONA. 


The Government and the Riksdag, however, took an 
optimistic view of conditions and embarked on a policy of 
financial expansion. Plans were laid for a comprehensive 
extension of the social services, and this programme has to a 
large extent been carried out. At the same time there was a 
lightening of indirect taxation. The Riksdag recommended 
a repeal of the financially important purchase tax, perhaps not 
without an eye to the elections which were to take place in the 
autumn. All along wages were increasing. Average hourly 
earnings in manufacturing industry and some allied occupations 
rose by not quite 10 per cent. from 1945 to 1946. 

According to the official index numbers wholesale prices 
in Sweden had remained relatively stable at about 175 per cent. 
of the pre-war level ever since the autumn of 1942 when a 
general price-stop was proclaimed. Sweden had, indeed, at 
that time already succeeded in bringing about a virtual stabiliza- 
tion of prices in respect of some of her leading imports. It had 
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not be successfully carried through unless there was great 
restraint in granting wage increases; and for some time rises 
in wages seem, on the whole, to have kept within the 
justified by improvements in the productivity of labour. 
Such being the case, the price-stop policy met for a time 
with a fair amount of success. After the Armistice wholesale 


hy 


been understood from the beginning that the programme could | 


' 


ae 


prices even exhibited a downward tendency, and during the | 


— part of 1946 they were, according to the official index 


res, 5 to 6 per cent. below the level of the Spring of 1945. | 


It was only towards the end of 1946 that the international rise 

in prices reversed that tendency, the appreciation of the 

krona having so far sheltered Sweden from such influences. 
Wages, however, were now rising more rapidly than was 


compatible with the price-stop a og 0 nor had prices | 


remained in reality as unalterable as the index figures suggested. 
There was a hidden rise in prices which was not disclosed by 
official statistics. Some commodities, the production of 
which had become unprofitable, tended to disappear from the 
market and were replaced by more expensive products. 
Workers were attracted to trades which could not be brought 
under efficient control with the result that maldistribution of 
labour hampered production in some essential industries. 
If the “ ieivlenare gap’ were to be widened through a 
further rise in wages the control of prices would become 
subject to still more strain and might possibly break down at 
vital points. 

Should the control break down the demand for higher 
wages would certainly become still more insistent and, if 

ranted, the —— as a whole would in no wise benefit. 

he conclusion seemed to be that the price-stop ought to be 
enforced at any cost. Nevertheless, the rise of prices in the 
United States gave cause for anxiety; if nothing were done to 
prevent it, American developments would have serious reper- 
cussions in Sweden and might easily hasten the rise in the 
general level of money incomes. 

Considerations of this kind led the authorities to ap- 
preciate the value of the krona in July, 1946. The change was 
introduced rather precipitately and it is a characteristic fact that 
the commercial banks were not consulted. Some of those who 
had advocated the measure seem to have held the opinion that 
the — ought to be supported by credit restrictions of 
some kind ; but, however this may be, other views prevailed. 
It is pertinent to remember that the Government was pledged 
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to a policy of full employment and was not inclined to adopt 
measures which might imply even a remote risk of industrial 
recession ; the idea of a rise in the rate of interest was dismissed 
from the outset because of its adverse influence on the building 
programme. The apparent success of the price-stop policy 
encouraged the Government to proceed farther in the same 
direction and to try to prevent inflation by the simple means of 
keeping down prices. They even made an attempt forcibly to 
reduce the price of some leading exports. A policy of that 
singular kind would not have been tried if the Government 
had not considered the balance of payments absolutely safe. 

Gradually, however, it became clear that the position was 
not so strong as it had been in the past. The deficit in the 
balance of trade was increasing even in the latter half of the 
year, when shipments of such goods as timber and pulp are 
usually at their highest. The total volume of imports in 1946 
seems to have been on about the same inflated level as in 
1936-38. Exports, on the other hand, failed to recover to the 
same extent and do not seem to have risen appreciably above 
two-thirds of the pre-war volume. 

Invisible exports, however, were still sufficient to offset 
most of the adverse balance of trade. In spite of a surplus of 
imports, amounting to about Kr. 840 millions, the balance of 
payments in 1946 showed a deficit on current account of no 
more than between Kr. 160 and 170 millions. The outflow of 
gold and foreign exchange from the Riksbank attained a 
considerably higher figure. The drain on the reserves had 
started rather slowly in the latter half of the year, but it was 
not until October and November, 1946, that the situation 
assumed a truly disquieting aspect. Net losses from the 
beginning of the year until the end of December, 1946, 
amounted to about Kr. 550 millions. 

Sweden’s trade with Europe was more than balanced in 
1946, but in relation to America there was a deficit of no less 
than Kr. 871 millions. Even if the dollar rate had remained 
unaltered there would certainly have been an adverse balance 
in trade with America. The readjustment of production in the 
United States to peace conditions had made rapid progress 
and shipping facilities became less inadequate than in 1945. 

he stage was set for a re-stocking boom in Sweden which 
would entail heavy purchases from America. The disappearance 
of Germany from the market had also made Sweden more 
dependent on her trans-oceanic trade than before. The 
appreciation of the krona, moreover, lent additional force to 
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the import drive. At the same time, the growing deficit in th 
balance of trade made people doubtful about the future of th 
new dollar rate, many believing that conditions might devel 

in a way which would render a rise in the value of the dolla 


inevitable. If so it seemed better to make purchases as soon/) 


as possible and to pay for goods in advance. The speculativ 
movement thus started fed on itself and acquired additiond 


impetus in the middle of December, 1946, when the then) 


Minister of Commerce, Professor Myrdal, publicly pronounced 


in favour of a strict regulation of imports, a statement which” 


the Government as a whole failed to endorse. 
The outflow of gold and foreign exchange produced ; 


state of increasing stringency on the money market. Th} 
banks were compelled to unload very large amounts of Treasury 


bills and bonds on the market and interest rates were beginning 


to harden. This, however, did not agree with the easy money|_ 


policy of the Government, so the Riksbank had to take up 
bills and bonds offered at prices which ensured the maintenance 
of a 3 per cent. bond rate. About Kr. 600 millions wer 
expended in this way during the later months of 1946. Th 
official policy set itself the aim of maintaining at the same tim 
an abundant supply of credit and a great amount of freedom 
in foreign trade. If anything, that was a policy admirably 
calculated to produce severe disturbances in the balance o 
payments. 


THe Crepir AGREEMENT WITH RUSSIA. 


Even late in the Autumn of 1946 the authorities wer 
more concerned about the much advertised possibility of a 
international depression than about the actual menace to th 
Swedish krona. This may to some extent explain their readiness 
to add still more to the foreign liabilities of the country by 
concluding a credit agreement with Russia. That country had 
never played any prominent part in the foreign trade of Sweden. 
In the last years before 1914, it is true, the Russian market wa 
acquiring somewhat greater importance, and in 1913 it took 
about 4 per cent. of total Swedish exports, particularly product 
of the engineering industry. Any hopes of further growth 
were, however, cut short by the Bolshevik Revolution in 1917; 
in 1937 only 1 per cent. of aggregate Swedish imports came 
from Russia, whilst the Russian share in Swedish exports wa 
no more than 0-6 per cent. In view of the general decline of 
the foreign trade of Russia those figures were in no way 


surprising. 
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Sweden was not alone in hoping that Russia would become 
a more active trade partner after the Second World War than 
formerly. In many countries access to the allegedly stable 
Russian market was regarded as a sort of insurance against the 


’ vicissitudes of trade fluctuations elsewhere. In Sweden there 


was also considerable sympathy for the idea of smoothing the 
way for agreement by offering Russia a substantial credit. 
This had been intimated to the Russian Representative in 
Stockholm as early as the Autumn of 1944, but it was only in 
the Summer of 1945 that Russia gave evidence of any interest 
in the proposition. The Swedish Government then reaffirmed 
their willingness to conclude a credit agreement. Discussions 
were continued by the Socialist Ministry which shortly after- 
wards succeeded to the Coalition Government that had held 
office since December, 1939. Formal negotiations, however, 
were not opened till the Spring of 1946. 

Whatever view may have been taken concerning the pros- 
pects of trade with Russia, there was every reason to ask 
whether Sweden could really afford an agreement which 
involved a credit of a billion kronor (£69 millions) to be used 
over a period of 5 to 6 years. In November, 1946, when the 
treaty was discussed by the Riksdag, that question ought to 
have been answered with an emphatic “no.” But even the 
greater part of the Parliamentary Opposition, in spite of the 
criticism levelled against the Government and their way of 
handling the issue, failed to form a right estimate of the 
economic situation of Sweden. That this was so became 
painfully clear in December, 1946, when the Riksdag decided 
to abolish the purchase tax at a still earlier date than had been 
envisaged a few months previously. 

As yet the agreement with Russia has not proved such a 
heavy burden as might have been anticipated. The credit 
may only be used to pay for Swedish goods, mainly engineer- 
ing products; at present, however, Swedish industries are 
for a large part heavily booked in advance, and they will have 
considerable difficulty in accepting new orders. Production 
is also hampered by restrictions on imports into Sweden and 
by the rationing of electric power, introduced in the Autumn 
of 1947. The Russians, on the other hand, seem to think 
the prices asked too high and have been rather slow in placing 
orders. Their total amount seems at present to be about 
Kr. 280 millions, of which only about something like Kr. 125 
millions is definitely agreed upon. It is evident, nevertheless, 
that Russian purchases may in certain circumstances place a 
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serious strain on the Swedish economy and thus react adversely 
on our balance of payments. In the most unfavourable 
case the credit granted in any single year may rise to Kr. 300 
millions (about £20 millions), which is decidedly more than 
the average surplus in the Swedish balance of payments during 
the best years of the 1930’s. 


RECENT DEVELOPMENTS. 


For a long time the Minister of Finance, Mr. Wigforss, 
seemed to be less interested in the problems of mone 
policy than in a new scheme of taxation which had been 

repared by a Commission working under his own direction, 
he main ideas of the Commission were embodied in a 


Government Bill discussed by the Riksdag in the Spring and § 


Summer of 1947. It was the subject of heated political 
dispute but was ultimately carried by the Socialist majority 
of the Riksdag. 

The foremost aim of the measure was to subject property 
owners to still greater pressure than before. To this end an 


additional death duty was introduced and there was a heavw | 


increase in the current property tax. Income tax was changed 
in a way which brought a certain measure of relief to the great 


mass of tax-payers while the higher income groups had to F 


carry a somewhat greater burden than before. The increase, 
however, was not very great, the previous rates being so high 
that they did not admit of any very significant rise. Lastly, 


the taxation of company income became even still more severe J 


than previously. 
The general effect of the new Act was probably to increase 
the amount of income consumed and so to reduce savings 


and to discourage thrift. It tended also to promote such § 


outward movements of capital as could escape through the 
meshes of official regulations. Quite apart from its influence 
on industrial incentive, the measure was, therefore, rather the 
opposite of what would on the real merits have been desirable 
from a monetary point of view. 


While the taxation bill was under discussion by the Riksdag 


the outflow of gold and foreign exchange went on unabated. 
In the middle of March the Government at long last took 
stringent measures for restricting imports. Although a 
decision of this kind must for a long time have seemed difficult 
to avoid it was, when it had become inevitable, put into opera- 
tion without sufficient preparation or forethought. It had 
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ely BH also to be made dependent on negotiations with the United 
ible H States which, according to a commercial treaty of 1935, had 
300 § a right to be consulted. This caused further delay. When 
han | ultimately, towards the end of the year, the policy became 
ing § really effective, it had to be applied with quite excessive 
our. 
| ” The year 1947 closed with an adverse trade balance of close 
' upon Kr. 2 billions, the deficit in trade with the United 
rss, | States alone amounting to about Kr. 1,300 millions. In- 
ary §) visible exports could not fill a gap of that magnitude. The 
een © deficit in the current balance of payments seems to have been 
on. © not far from Kr. 1,400 millions, with heavy losses of gold and 
1a) foreign exchange during the year by the Riksbank. Now 
ind § as before these made for increased stringency on the money 
ical © market. The Riksbank, however, continued to buttress the 
rity |) market through large purchases of bonds and Treasury 
» bills. According to an estimate of the directors of that 
rty | institution the liquidity of the market was in this way 
an | increased to the extent of Kr. 1,109 millions, the sales of 
wy | gold and exchange involving a contraction of Kr. 1,184 
ved | millions. 
eat i The reduction of imports meant a widening of the “ in- 
to | flationary gap,” the supply of goods falling off at the same 
se, | time as purchasing power continued to grow. Production 
igh §) was also hampered. The severe drought of 1947 had a very 
ly, §) adverse influence on the supply of food products, and in the 
ere |) Autumn the inadequacy of the water reserves reacted un- 
) favourably on the production of hydro-electric power. It 
ase | became necessary to introduce a system of rationing which 
igs | affected the industrial use of electric current as well as house- 
ch & hold consumption. 
he | _ The general level of incomes, on the other hand, was still 
ice | icreasing. In May, 1947, hourly earnings in manufacturing 
he @ industry were 16 per cent. higher than in 1946, and as this 
ble # article is being written the rise is still going on, if at a reduced 
» pace. A tightening of investment regulations was advocated 
lag | 8 the best means of bringing the business boom and the wage 
,d, | level under control but the cumbrous machinery which had 
ok — been devised to serve that end was slow to get into efficient 
3 | Working. Towards the end of the year, however, there were 
iit | definite signs that the control had entered upon a new and 
; more active phase. Yet it was obvious that the measures so 
ad B far adopted were inadequate to cope successfully with that 
) inflation which was at the root of the trouble. 
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CONCLUSION. 


In summing up it may be said that the present difficulties 
of Sweden are not due to any fundamental change in the 
economy of the country. Industrial production is greater 
than ever before. In 1947 the volume of production seems 
to have been at least 25 per cent. above the level of 1939, 
Neither has there been any basic alteration in the balance of 
payments. Sweden has suffered some losses of foreign invest- 
ments but they are of rather limited account. The mer. 
cantile marine has replaced the tonnage sunk during the War 
and is larger and more efficient than ever before. 

The difficulties of Sweden are due to causes of a more 
accidental nature, a mialdistribution of natural resources, 
an over-expansion of the home market as compared with the 
export industries, a redundancy of purchasing power, which 
has contributed to produce a rise in imports and a decline of 
exports as compared with pre-war conditions. In extending 
credits to foreign countries Sweden has outstepped the limits 
set by her economic resources. But the disturbances in her 
balance of payments are also partly due to the disintegration 
of the European economy, to the paralysis of German industry 
and to the economic difficulties of Britain. 

This diagnosis of the crisis also points the way to recovery. 
The several parties of the Swedish Riksdag, except the 
Communists, agree that there is need for restrictions of a 
more stringent nature than before if the malady. is to be cured. 
The ordinary budget has been more than balanced since the 
end of the War and in the financial year, 1946-47, the surplus 
was sufficient to cover the greater part of that investment 
outlay of the State normally financed by borrowing. Condi- 
tions will probably be much the same during the current 


financial year. The surplus, however, has largely been due to | 


inflation and to accidental circumstances and it cannot be 
regarded as the result of a planned policy. Civil expen- 
diture has grown very rapidly but not so rapidly as public 
revenue. 

At present it is very desirable to budget for a still larger 
surplus, preferably through reduction of expenditure or else 
by means of increased indirect taxation. A further reduction of 
investment, especially housing, must also be an integral part 
of the programme. The budget proposals now on the table 
of the Riksdag do, indeed, provide for some increase of duties 
on consumption, but unwillingness to reintroduce the purchase 
tax (which, unfortunately, seems to be shared by the bulk of 
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the Opposition) renders those measures far less sweeping than 
is really needed at the present critical juncture. The budget 
proposals also include “ sterilization ” of some part of business 
profits, the amounts contemplated to be deposited with the 
Riksbank and thus immobilized for the present. 

There is, however, some danger that Government 
attempts to reduce redundancy of purchasing power may be 
rendered largely futile owing to the deplorable disinclination 
of Mr. Wigforss to acquiesce in a rise of the interest rate. He 
has, perhaps, relented to some extent in recent weeks, but 
while this article is being written the Riksbank still intervenes 
in the market in order to prevent a fall in bond values. There 
is not much sense in a system which, on the one hand, includes 
measures which are bound to produce a scarcity of money and, 
on the other, enjoins the Riksbank to continue the ruinous 
policy of buying bonds in the market. It is, in fact, a contra- 
diction in terms and, indeed, the negation of robust common- 
sense. The experience of the post-war period points very 
definitely to the conclusion that a new economic equilibrium 
will be difficult to attain, and that the harassing controls and 
regulations of the present time will be slow to disappear, if the 
traditional implements of credit policy, especially variations in 
the rate of interest, are ruled out from the beginning. In a 
planners’ Paradise where production, investment and foreign 
trade are rigidly controlled, where wages and other incomes 
as well as saving and consumption are determined by the 
Government, it would no doubt be possible to dispense with 
the services of discount policy. But we are, as yet, very far 
from that ideal state of things, if ideal it be. 

The convalescence of Swedish economy will be rendered 
much easier if there is a corresponding improvement in the 
countries of Western Europe and if their currencies once more 
become convertible. In view of this very close community of 
interests it was but natural that Sweden should have taken part 
in the Conference at Paris in the Summer of 1947. The report 
signed by Sweden and other countries represented on the 
Committee of European Reconstruction includes definite 
recommendations in regard to monetary policy and in regard 
to other economic problems of great urgency. It is to be hoped 
that they will be acted upon promptly. Delay must have 
deplorable effects. 

The problems of economic co-operation discussed at the 
Paris Conference included the eventual formation of Customs 
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Unions, whether of a purely regional or of a more com- 
rehensive kind. In Sweden and Denmark the idea of a 
candinavian Customs Union has met with some response, 

Norway on the whole displaying less interest in the proposal, 

Denmark has also taken part in deliberations about a West- 

European Customs Union, while Sweden and Norway have 

so far maintained a strictly non-committal attitude. The 

ultimate reaction of Sweden to the plans of a wider association 
will probably for a large part depend on the attitude of Britain, 

A scheme which included Britain as a leading partner would, in 

all likelihood, exert considerable attraction upon Sweden and 

other Scandinavian countries. But the advantages of a Customs 

Union of any kind would seem rather questionable if the 

association did not imply some community in monetary 

matters. If the monetary problems remain unsolved and dis- 
equilibria in the balances of payments persist, a Customs 

Union will hardly mean much more than that the tariff duties 

between the members of the Union are replaced by exchange 

controls and regulations of imports. This in the end will 
prove a much greater disaster than comparatively innocuous 
tariff obstructions. 

It never was so true as it is to-day that the real interests 
and the fortunes of all communities on the face of the globe are 
knit together in one framework by a network of bonds and ties, 
some visible and tangible but others invisible to the naked eye. 
It is in this sense that the passage quoted from a speech by 
Gripenstedt in the Historical Foreword is of abiding and 
present-day interest. 


ARTHUR MONTGOMERY. 
Stockholm. 
March, 1948. 
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British Agriculture 
by E. F. Nash 


HE first and second articles in the series on British Agri- 
culture emphasized those changes which have occurred 
recently in the practice and organization of food produc- 


' tion and marketing in this country which are of particular 
> significance in considering its future development. This third 


article in the series deals with the external setting to the 
problem before the fourth and final one attempts to assess the 
implications of the changes in the formulation of agricultural 


policy. 


a * a 


The first two sections of the following contribution recall, 
by means of a brief historical survey, the influence of external 
factors, primarily the degree of competition from overseas 
food supplies and the prosperity or otherwise of the British 
industry in determining the fortunes of the British farmer. 
The third and fourth sections deal with the effects of the War 
on food production and consumption in overseas countries 
and the possible trends of development in the immediate 
future. Finally, the fifth section discusses the part which the 
newly established international organizations may play in the 
output of, and trade in, agricultural products as they may affect 
supplies coming to the British market. 

While the current situation may postulate an immediate 
increase in the output of British farming along certain lines, 
it is also important to recognize that the characteristics of the 
supply and demand for food throughout the world are con- 
stantly changing ; it is vitally important to the British farmer 
and eventually to the economic well-being of this country that 
short-term and long-term considerations should be clearly 
distinguished. 
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The fluctuations in the prosperity of farming in the fifty 7 
years before the First World War and in the twenty years 7 


preceding the Second show clearly the importance of indus. 7 
trial prosperity in shaping its development and determining 7 
its profitability. A rapid recapitulation of the main changes 
in the volume of food imports over the same periods not only Ff 


shows their significance for the British farmer but also serves 


as a timely reminder that the sources of the world’s trade in 7 
foodstuffs have never remained fixed but have changed con- 
tinuously, fresh ones arising as the result of the development 
of new areas of production or of technical progress while | 


older ones have dried up owing to the growing demands of 
domestic markets or, in a few instances, to soil erosion and 
loss of fertility. 

The great expansion of international trade, which was the 
outcome of the revolution in transport brought about by 
railways and steamships, was the dominant feature of world 
economic progress in the later nineteenth century ; it created 
the international economic structure of the world as it exists 
to-day. Great Britain was at the focal point of this develop- 
ment ; she was the principal purchaser of the products brought 
to Europe by steamships, the principal supplier of the indus- 
trial products exported in return, and the principal source of 
the outflow of European capital for which the new develop- 


ments created profitable opportunities in the overseas coun- [ 
tries. British imports of foodstuffs contributed largely to the 


growth of trade. 


OVERSUPPLY AND DEPRESSION, 1873-96. 
From the end of the ’sixties to the beginning of the 2oth 
century, imports of wheat were trebled, those of dairy produce 


increased fourfold and of meat fivefold, while the population 


increased about 50 per cent. It was only by recourse to the 
abundant overseas supplies that the requirements of increas- 
ing numbers and their advancing standards of consumption 
could have been met. The change in the sources of supply 
during this period was as striking as the expansion; for 
instance, in 1850, some 78 per cent. of the total import of 
wheat had come from European sources, mainly France and 
Russia, whereas by the end of the century nearly 90 per cent. 
came from outside Europe. 
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A severe agricultural depression, affecting farmers not in 
this country alone but also in many others, accompanied these 
changes ; the depression was not confined to agriculture, but 
agriculture did not enjoy the periodic upward fluctuations 
which interrupted its course in other industries. While mone- 
tary influences were no doubt of importance, the immediate 
factor affecting markets for agricultural produce was clearly 
the large and increasing volume of supplies reaching Europe 
from overseas. 


INCREASING DEMAND AND PROSPERITY, 1897-1914. 

The end of the depression came at length just before the 
close of the century, and from 1897 to 1913 the general trend of 
prices was upward. The — of cereals rose faster than those 
of foodstuffs in general, but this increase was not sufficient to 
restore the price relationships which had existed before the 
depression; a permanent legacy of the economic changes 
caused by the steamship was the cheapening of cereals relative 
to livestock, a factor of great significance to the fortunes of the 
British farmer. 

This rise in prices was associated with a reversal of the 
condition of oversupply which had characterized world mar- 
kets during the period of depression. It seemed in fact at the 
beginning of the 2oth century that the increasing demand for 
food might at length begin to outstrip the productive capacity 
of the exporting countries. This change was partly due to an 
increasing demand for imported food on the part of European 
countries other than the United Kingdom. These countries, 
slower in economic development than the United Kingdom, 
had for a considerable time been able to meet the demands of 
their growing populations by ceasing to export food, and by 
modernizing their agricultural systems, and under the influence 
of the low prices of the depression, several of them (particularly 
Germany, France and Italy) had resisted the expansion of 
their food imports by imposing protective tariffs. But they 
now found themselves reaching the limits of domestic expan- 
sion and forced by their growing needs to admit increasing 
quantities of imports. 

On the supply side of the equation, the gradual trans- 
formation of the economic structure of the United States was 
reducing the quantities of food entering world markets. In 
the first great expansion of international trade the United 
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States had been principally responsible for the spectacular © 
growth of world exports of foodstuffs. Her total agricultural © 
production did not cease to grow, but its rate of increase was 7 
now slowing down. Her population had practically doubled 
between 1870 and 1900, and it rose again by a fifth in the © 
following decade. Up to 1900 the increase in agricultural © 
production had been more —_ than the growth of popula- 


tion, but it now began to fall behind. Manufactured goods, 
the products of industries whose growth largely depended on 
the increase in population, were displacing agricultural pro- 
ducts in the country’s export trade. 

So far as the British market was concerned, the result was 
that by 1911-13 only 25 per cent. of our wheat and 14 per 
cent. of our meat imports came from the United States 
compared with 50 per cent. and 75 per cent. respectively 
about thirty years earlier. The fall in United States wheat 
exports was more than made good by Russia, Canada and the 
Argentine, but supplies of livestock products were not replaced 
so — and British imports of these ceased, for the first 
time for many decades, to increase in proportion to the growth 
of population. 


By 1913, the general economic position of agriculture was 77 


very different from what it had been in the period of depres- 
sion a generation earlier. The threat of chronic oversupply 
of agricultural products seemed to have been removed. Real 
wages, both in industry and agriculture, were higher than at 
any previous period. Industrial activity fluctuated, and its 
fluctuations produced periodic distress and unemployment, 
but no country had a permanent problem of unemployment 
and lack of purchasing power. On the whole, the series of 
economic changes associated with the expansion of inter- 
national trade appeared to have been successfully accomplished. 


II. 
INSTABILITY BETWEEN THE Two Wor_Lp WARS. 


The period of unexampled progress before the First 
World War was succeeded by a period of unparalleled in- 
stability after its close. The inter-war period differed from 
that preceding 1914 not in the existence of economic fluctua- 
tions, but in their magnitude and in the severity of their effects. 
To take only one example, the annual changes in the general 
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wholesale price-level, as measured by Sauerbeck’s index num- 


ber, never exceeded 10 per cent. from one year to the next 


throughout the whole period from 1860 to 1914. But in the 
inter-war period, even if we neglect the years of currency 


four occasions on which a change greater than 10 per cent. 
was recorded—the fall in prices between 1929 and 1930 and 


| in the following year, the rise between 1936 and 1937, and 


the renewed fall between 1937 and 1938. 

The history of the fortunes of agricultural producers 
between the two World Wars is inextricably interwoven with 
these general economic changes. The whole period divides 
itself into three phases. The decade following the close of 
the War was a period of physical reconstruction during which 
the losses in productive capacity in the European belligerent 
countries were made good. It was on the whole a period of 
rising economic activity, characterized by an attempt to restore 
the international currency system as it had existed before 1914. 
In 1929 came the Wall Street crash, followed by a steep decline 
in commodity prices which initiated a phase of deepening 
general depression culminating in the financial crisis and fall 
of the pound sterling in 1931. From 1933 onward the trend 
of economic activity was again generally upward, but it was 
a patchwork recovery whose extent varied widely from coun- 
try to country. It was partly dependent on restrictionist 
measures taken by individual Governments, which stimulated 
internal economic activity only at the expense of international 
trade, and partly on preparations against the overshadowing 
threat of war. A true world economic revival took place only 
to a very limited extent. 

No explanation in terms of developments in any one 
industry can account for the magnitude of these changes. 
The extent of the fluctuations, and the severity and rapid 
onset of the general depression after 1929, show that the 
world’s economic system had lost the resilience which it 
possessed before 1914. The restoring mechanisms which 
before 1914 could have been expected to check the decline 
and limit its severity were weak or absent. Some of the factors 
which contributed to this lack of resilience are obvious. Among 
these may be mentioned the weakened economic and financial 
position of many of the belligerents in the War of 1914-18, 
the decline in the financial strength of the United Kingdom 
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owing to war-time losses of foreign investments, to her war f 


debt liabilities and to the depression of her export trades, and 
the marked instability in the external economic transactions 
of the United States, now the world’s chief creditor and the 


market, up to 1929, for a greatly increased share in the world’s © 


import trade. 


These general influences contributed to the severity of 7 
the world depression in agriculture after 1929. But there were 
also additional causes of instability in the special character of © 


the supply and demand for agricultural products. 


EXPANDED PRODUCTION. 


The chief of these maladjustments can be traced more or 
less directly to the effects of the First World War. Agricultural 


production in most European countries had been seriously 7 


reduced during that War. Most of the continental belligerents 
practised an intensive peasant agriculture, with a relatively high 
crop production protected before 1914 by tariffs. The war-time 
withdrawal of manpower reduced the labour supply of the 
continental belligerent countries by about 50 per cent.; 
producers lost much of their draught power by the requisition- 
ing of horses, and their output suffered from the shortage of 
fertilizers and the deterioration of implements and machines; 
the diversion of cereals and potatoes for human use caused a 
shortage of animal feeding stuffs and a reduction in livestock. 
As a result of these changes the crop output in Europe was, 
in 1919, one-third less than before the War and livestock 
production probably fell by at least as much. Further, the 
Russian revolution had withdrawn the world’s greatest 
exporter of wheat from the international market. 

But while European production had fallen and did not 
recover until the middle twenties, food output in overseas 
countries, other than India, had been greatly stimulated by 


the demands of the allied belligerents and, after the end of the f 


War, by the high prices arising from scarcity. 

The pre-war trend of decline in United States agricul- 
tural exports was reversed and her wheat acreage in 1919 was 
over 50 per cent. above the pre-war average. The Canadian 
wheat acreage was practically doubled, and considerable 
increases also occurred in the other chief exporting countries, 
Argentina and Australia. This situation, failing an increase 
in the world demand for wheat, was clearly one of potential 
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disequilibrium, which was concealed as long as European 
production remained below normal. But in 1928 a record crop 
was harvested throughout the world. European importing 
countries produced 10 per cent. more than their normal pre- 
war output. The aggregate production of the four chief 
exporting countries (U.S.A., Canada, Argentina and Australia) 
was Over 75 per cent. greater than before the War. 

Other crops showed similar changes; both oilseeds and 
oil-bearing crops and sugar rose to an output about 50-60 
per cent. above the pre-war level. The increase in world 
production of foodstuffs as a whole between 1913 and 1927-9 
seems to have been about 14-15 per cent. 


INELASTIC DEMAND AND REDUCED INCOMES. 


Meanwhile the total population of the world, so far as it 
can be estimated, is reckoned to have increased by 10 per cent. 
The discrepancy between the rate of increase in production 
and in population does not appear to be very large. A relatively 
moderate increase in consumption per head might have been 
expected to obliterate it. But arguments from averages are 
misleading. For many of the products in which the increase 
in extra-European production had been greatest, such as wheat, 
the increase in demand would have had to be very considerable ; 
moreover, these products were generally of sufficient import- 
ance in international trade to make the consequences of dis- 
equilibrium relatively serious. In some cases, that of wheat 
particularly, an increase in demand per head of population 
would have meant the reversal of consumption trends, par- 
ticularly in those wealthier countries where cereals formed a 
decreasing proportion of food consumption. Wheat imports 
into China and Japan did in fact increase, and the Indian 
export surplus declined, but these changes were not of sufficient 
magnitude to offset the increase in world production or to give 
the demand for wheat an appreciable elasticity. 

For foodstuffs other than cereals, demand is more elastic 
and the trend, in the case of the more expensive types such as 
animal products, fruits and vegetables, is towards increasing 
consumption per head with advancing standards of living. 
But the advancement of living standards depends on the 
consumer’s purchasing power in relation to prices. In those 
areas of the world, and in those sections of the world’s popula- 
tion, where food consumption standards are lowest and the 
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potential increase greatest, purchasing power is limited eve.) 
in periods of relative prosperity by low money earnings du fy 
to the worker’s low economic productivity. In the industria. © 
ized countries the level of prosperity depends mainly on th 
activity of industry and the volume of employment it offers, & 
The general fall in commodity prices and the industrial slum 
after 1929 reduced consumers’ incomes all round and destroyed F 
a large volume of buying power which might otherwise hav 
been devoted to increased purchases of food. 4 











PROTECTION AND PREFERENCE. 


The policy adopted by many European Governments in 
protecting their domestic agriculture placed further obstacles 
in the way of increased consumption. Most of the larger 7 
European countries, with the exception of the United King. F ; 
dom, had, as we have seen, imposed protective duties before 
the War on cereals and other foodstuffs competing with their 
domestic production. In the period of scarcity immediately 
after the War these restrictions had been generally relaxed, 
but there was a general return to protection about 1925 and 
the later phases of the European agricultural recovery were 
stimulated by this means. The fall in prices at the end of the 
twenties led to drastic increases in the rates of duty and to the 
adoption of more and more extreme forms of protection by 
quotas, milling regulations, exchange controls and the like. 
These measures expressed the determination of the Govern- Foy! 
ments of the countries concerned to maintain the domestic F pric 
















price level of agricultural products. To have permitted internal den 
prices to fall correspondingly to the fall in world market prices F) coy 
would have caused severe losses to their producers and F tior 
threatened the maintenance of their traditional agricultural nati 
systems. The protection of the interests of the peasantry was "bw 
politically a much more important objective than the increase the 
which a more mederate policy might have permitted in the —y 
food consumption of their urban populations, or the contribu- of ¢ 
tion which it might have made to the alleviation of the world § 
agricultural depression. > har 
The United Kingdom remained the only major exception F wo; 
to this growth of protection until British policy was also reversed F bet 
in 1931. While the policy of tariffs, quantitative regulation and of 
Empire preference built up in the ‘thirties caused a drop @ Ff prc 


total food imports of about g per cent. it had a very great and 
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| significant effect on the sources from which they were drawn. 
In terms of volume, British imports from Empire countries 
© of all the chief foodstuffs competitive with home-production 
increased by 46 per cent. compared with a drop of 21 per 
| cent. in purchases from foreign countries. 
These policies of protection and preference contributed 
) materially towards the alleviation of the agricultural depression 
) in the importing countries and in the exporting countries 
) benefiting from preferential arrangements. But they did so 
| of course at the expense of the countries against whose products 
they discriminated. In general therefore they intensified the 
cae problems of the exporting countries, particularly those outside 
acles the British Empire. To the Governments of these countries, 
arget F no expedient so simple and efficacious as protection presented 
“Ing- | itself for the assistance of their agricultural producers. World 
efore F market prices were beyond the control of any single Govern- 
theit ment ; Governments could, it is true, subsidize their producers 
ately Fin various ways, and by assuming monopoly control of exports 
xed F or permitting an association of producers to exercise such 
and F control they might succeed in establishing a higher price level 
were F for that part of their produce which was consumed within 
the F their own borders. They could also buy up produce from the 
the F farmers and store it in the hope of an improvement in prices. 
| by | All of these measures were in fact adopted. 

ike. But such devices when adopted by a single Government 
‘ti F could not usually be expected to have much influence on world 
‘suc F prices. The only method, failing a revival of international 
na. demand, by which the prices obtainable in export markets 
ices F could be raised was a concerted policy of restricting produc- 
anc tion or exports applied by all the major countries. The inter- 
ital national commodity control agreements concluded during the 




















oe ‘twenties and ’thirties were steps in this direction. Neither of 
a= the schemes relating to important foodstuffs—sugar and wheat 
the —was successful ; effective control of production or observance 
_ of export quotas are not easily achieved. 

rid F The whole experience of the period illustrates on the one 
| hand the intractable nature of the problems presented by 
wr world agricultural depression and on the other the conflict 
ed between the search for economic stability and the requirements 
. » of economic progress. Most of the increase in agricultural 


F production in importing countries during the later ‘twenties 
7 and ‘thirties occurred under the stimulus of protection. It 
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would not have occurred if the producers of these countrig 
had received prices comparable to those paid to producers jy 
exporting countries. During the depression world prices ha 
sunk to levels which were unremunerative even to producen 


in the exporting countries, but this must not obscure the fac FF 


that costs of production in the overseas countries, whethe 
measured in money or in human effort, are substantially lowe 
as a rule than in the industrial countries of Europe. Costs iy 
te:ms of human effort depend fundamentally on the relation 
of labour to natural resources and on the extent to whic 
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natural resources are supplemented by the products of huma J 


ingenuity, whether in the form of capital equipment, superior 
breeds of plants and animals, or correct methods of cultivation 
and feeding. The overseas countries have had an obviow 
advantage from the start in their abundant supply of naturd 
resources in relation to their working populations and thei 
domestic needs. The effect of technical improvements has in 
many cases been to intensify these advantages. Their naturd 
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and social conditions offer greater scope, for example, to th J 


use of labour saving and mechanized systems of farming, 
Many of the achievements of 2oth century plant breeding 
have directly lowered costs or increased productive capacity in 
overseas countries while having little applicability to European 
conditions. It is true that the phenomena of soil exhaustion 
and erosion indicate that the relative cheapness of production 
in Overseas countries has often been exaggerated by neglect of 


the need for the replenishment of soil fertility. But there can 7 


be no doubt that the increased share in world production taken 
by the overseas countries up to the later twenties lowered the 
average costs of the world’s food, and that the reversal of this 
tendency during the ’thirties increased them. 


ITI. 
THE EFFECTS OF THE SECOND WorLD WAR. 

The excessive production of pre-war days has now been 
transformed by the Second World War into acute shortage, 
a scarcity which, on the whole, surpasses that which followed 
the First. But how long are the characteristics of the present 
likely to persist? An answer to this question is essential to 
the successful planning of British agriculture. What are the 
permanent effects, if any, of the War on the output of food in 
Europe, in Asia and, in particular, in North America? What 
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changes in demand are to be expected from other countries 
competing for agricultural surpluses ? 

With the exception of Europe and North America, pro- 
duction changes have not followed the pattern shown in the 
First World War. In Europe, the drop in output in 1946, as 
compared with 1939, was about 25 per cent. for bread grains 
and sugar, 40 per cent. for meat and about 30 per cent. for 
milk and fats—reductions which were not much different from 
the 1914-19 changes. But they were followed in 1947 by a 
further set-back owing to severe drought. Elsewhere, except 
in North America, increases such as occurred during and 
after the First World War have not taken place. In Argentina 
and Australia, grain production was discouraged by shipping 
stringency, drought and (in Australia) by shortages of man- 


» power and fertilizers. The recent Australian wheat harvest is 


well above pre-war figures, but Argentine production has not 


) yet been restored. 
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The parts of Asia occupied by the Japanese accounted for 
about half the oilseeds and vegetable oils entering world trade 
before the War and about 30 per cent. of world sugar exports. 
Rice supplies to India and other Asiatic importing countries 
were also disrupted, a deprivation of disastrous direct and 
indirect effect on Far Eastern food supplies and diets. Political 
developments in this part of the world do not encourage hopes 
of an immediate recovery in production and export. 

The only important area where production is now sub- 
stantially higher than before the War is North America ; wheat 
production has in the past three years been about 60 per cent. 
higher than the pre-war average in the United States and 
15 per cent. higher in Canada; meat production is also sub- 
stantially higher though it has recently been falling. 

The war-time changes in the United States are of particular 
significance to future developments and warrant closer exam- 
ination. While some expansion occurred in the total farm area, 
the increase in production was mainly due to technological 
improvements, aided by favourable weather. The increase 
in the technical efficiency of American agriculture in recent 
decades has been very striking. Production per person 
employed in agriculture is reckoned to have increased by 55 per 
cent. between 1920 and 1940. The rate of increase in produc- 
tivity seems to have continued at an accelerated pace during 
the War. In 1944, when output reached record levels, the 
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farm labour force, after allowance for a higher percentage ¢ 2 


older workers, was estimated to be 15 per cent. lower if) 


effective strength than in 1935-39 


The factor principally responsible for the high war-tim ‘ 
crop output was a rise in yields per acre, due largely to the us) 


of improved varieties and to much heavier manuring wit} 


artificial fertilizers. These improvements are relatively recen 


and are estimated to have raised crop yields on the average by 


about one-fifth above those of twenty years ago. In addition ly 


better feeding practices and improvements in grassland outpu 


have also contributed greatly to the rise in livestock production f 


Some tendency is now observable, both in the Unite 


States and Canada, towards a reduction in the high levels df 


war-time output and in the supplies available for expor, 


particularly of fats and meat. Nevertheless, for the time bein | 


at least, the United States and Canada are now enjoying a much 


larger share than before the War in world production ani} 


world exports of foodstuffs. The value of United States food 
exports over most of 1947 was more than eight times as great 
as in 1939; American farm prices in the autumn were about 
2} times their — level. In 1946 over 40 per cent., and 
in 1947 about 3 

tobacco and beverages) came from the United States dollar 
area and Canada, compared with about 20 per cent. in 1936-38. 


IV. 
Post-War PRODUCTION TRENDS AND PROSPECTS. 


The world cannot at present do without these North 


per cent. of British imports of food (excluding f 


ie 
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American supplies. Further, this dependence on North 7 
American food exports is a major element in the current 7 


problem of dollar exchange. The world shortage of food has 


intensified the world shortage of dollars, and the high level of 


food prices, which has resulted from scarcity and the removal 
of domestic controls in the U.S.A., has limited the ability of 
the outside world to spend its available dollars on other badly 
needed commodities. 


The stimulus of high prices in exporting areas outside f 


North America coupled with agricultural regeneration in 
Europe should alleviate the present acute shortage, but it is 
difficult to forecast the speed of recovery. The programmes 

ut forward by the West European countries participating in 
[ost summer’s Marshall Plan discussions contemplate broadly 
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©) the restoration by 1950-51 of pre-war output of cereals, milk 
© and fats, and an increase over pre-war production in the case 
> of sugar and potatoes ; but meat production will still be 1o per 
> cent. below the pre-war level. Population meanwhile will have 
» increased by 11 per cent. 
q The political and economic impediments to European 
© recovery have been stronger than after 1918. Many of the 
)§) important exporting countries, ranging from Finland to the 
» Danube basin, have been incorporated within Soviet Russian 
» boundaries or have passed into the Soviet sphere of influence. 
» In most, or all, of them, as well as in the Soviet zone of 
if) Germany, drastic land reforms have taken place which will 
» delay or prevent the re-appearance of exportable surpluses. 
> In Russia itself the rate of recovery may be considerably more 
> rapid than in the post-revolutionary ’twenties, but whether the 
* country again becomes an important exporter of foodstuffs 
» depends not only on the progress of rehabilitation but also on 
| considerations of economic and political strategy. 
In Germany, the state of internal disorganization is much 

worse than after 1918, when full recovery took ten years. The 
) division into zones has cut off the Western regions from their 
‘ previous supplies, not only of grains and sugar but also of 
lola F agricultural requisites such as seeds; the most important 
>-38. | exporting area, the region east of the Oder-Neisse line, after 
suffering severe devastation, now falls under Polish adminis- 
| tration; economic recovery is hampered by political uncer- 
tainty and by the low level of industrial activity which not only 
orth F holds up the supply of implements, fertilizers and other 
orth F requisites but deprives the agricultural population of the 
rent F) normal incentives for increased output and sale. The restora- 
has F tion of agriculture may not be possible until much more 
lof F progress has been made in the rebuilding of economic life 
oval F generally ; there are painfully few signs of any effective start 
y of § in this direction. 
adly _ Outside Europe, political disturbances impede the restora- 
; tion of pre-war exports from China and the Dutch East Indies. 
side The rehabilitation of the plantation or tree crops (copra and 
In oil palm) may not be quickly possible, since productivity of 
tis § existing trees has been lowered by neglect, and newly planted 
nes trees yield no crops for a number of years. But the future level 
;in § of agricultural exports from these and other Asiatic countries 
dly § (especially India), and also from undeveloped regions in Africa 
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and elsewhere, will be influenced not only by their production, 
but by the growth of population and its future living standards, 
The virtual disappearance in the inter-war period of India’s 
former export surplus of wheat was largely a consequence of the 
growth of the urban population whose food habits favour the 


substitution of wheat for the rice which is the staple diet of F 


most of the rural areas. In view of her precarious food supply, 
the resumption of India’s large scale exports of ground-nuts js 
doubtful, and this has been a principal consideration in leading 
the British Government to launch its scheme for the mechan- 


ized cultivation of ground-nuts in Africa. In the Far East asa 


whole population is thought to be increasing at the rate of 
10 million persons a year. This increase, and the gradual 
improvement of the low food consumption standards charac- 
teristic of these countries, are together potentially capable of 
enormously increasing the local demand for the products 
hitherto exported. The dietary deficiences of these countries 
are of course in themselves no new factor, but the greater 
importance now attached to nutrition, and the more wide- 
spread knowledge of the inadequacy of existing diets, are 
clearly likely to make local consumption a more important 
competitor than in the past for the supplies of many exportable 
products. 

The principal remaining group of exporting countries— 
apart from the West European exporting countries of which 
Denmark is the chief—are the new overseas countries with 
populations of European descent. In these countries resources 
are still large in relation to domestic needs, and social and 
economic conditions favour high technical efficiency and low 
cost in primary production. Agricultural output in these 
countries has in the past frequently expanded with a rapidity 
which has surprised and embarrassed the rest of the world. 
The experience of the surplus problems resulting from such 
over-rapid expansion, and the recognition of the danger to 
their soil resources of unwise extension of crop acreages and 
unduly specialized production, may indeed induce a more 
cautious attitude than they have always shown in the past. But 
war-time experience has shown how great a scope for increased 
production still existed in the United States, the oldest of 
the new countries, and the technical progress which facilitated 
this increase may be repeated elsewhere. It would therefore 
be surprising if the exportable supplies of foodstuffs from 
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these countries fail to increase in response to the present 
stimulus. 


THE IMPORTANCE OF AMERICA’S AGRICULTURAL POLICY. 
While the main pre-occupation in Europe and the East 
remains inevitably with the problems of recovery, in the 
United States there was at first some tendency for the expecta- 
tion of an early return to the pre-war conditions of general 
oversupply to distract attention from the immediate world 
scarcity. This attitude involved a serious underestimate of 
the difficulties of European recovery. But the danger of a 
renewed world agricultural depression, if not immediate, is 
nevertheless by no means illusory. Experience shows that 
for many foods the gap between uncomfortable scarcity and 
over-abundance is comparatively narrow. If, as European 
output is restored, production in the other new countries were to 
increase at a rate comparable to that experienced in North 
America during the War—and there is no inherent reason why 
it should not—the existence of permanent markets for the 
additional producing capacity built up in the United States 
during the War would obviously be highly questionable. 

The long-term future of the United States as an agri- 
cultural exporting country is therefore a question of far- 
reaching importance both to its own citizens and to the world 
asawhole. The two World Wars have successively interrupted 
a long-period trend of decline in exports which began, as we 
saw, in the early years of the century, and was resumed, in 
circumstances of much greater economic difficulty, in the 
‘twenties and ’thirties. So persistent a tendency can only be 
attributed to economic influences of exceptional and sustained 
strength. These influences centre, without doubt, in the 
tremendous growth of the productive power of American 
industry, which tends to set a standard of industrial earnings 
high enough to exert a powerful attraction away from agriculture 
in times of prosperity, and too high to make the export of 
agricultural products at prices dependent on the competition 
of other countries a remunerative business. 

A time may therefore come when, with the productive 
power of agriculture in other countries restored or increased, 
the economic interests both of the world and of the United 
States would best be served by a contraction in United States 
agricultural production below its expanded war-time volume. 
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As some American economists have pointed out, this 


ultimately offer the best chance of preventing the reappearance f 


of world surpluses and of facilitating the reduction in Unite 
States exports relative to her imports which is necessary if 
persistent dollar shortage in the outside world is to be avoided, 
But for the next few years, at least, the dependence of E 


on American supplies seems likely to remain considerably 


greater than before the War. Even for 1951, assuming th 


achievement of their recovery programmes, the West Europea f 


countries estimate their import requirements of food, feeding 
stuffs and fertilizers from the American continent at a totd 
nearly 20 per cent. greater in volume than before the Wz, 
in spite of a reduction in standards of consumption. 


V. 
INTERNATIONAL ACTION AND ORGANIZATION. 

The Marshall Plan, assuming it receives Congressional 
approval, will provide a concrete—and unprecedentedly 
generous—recognition of this dependence and of the fact that 
without American assistance there is no chance of thes 
European requirements being met. But though Marshall aid 
may be indispensable for the restoration of European economies 
and of European trade with the rest of the world, it will not by 
itself achieve this restoration. This will depend on the one 
hand on the outcome of the efforts to restore European pro- 
duction and on the other on the general nature of the conditions 
governing world trade. The size of the export markets for 
European products will condition the ability of continenta 
countries to moderate the extreme protectionism many of 


them practised before the War, and it will determine Britain's F 


ability to secure the imports without which the economic future 
of this country will be very precarious. Owing to the funds 
mental change in the British international economic position 
it is necessary for Britain to attempt an exceptionally large 
expansion of her exports which is only likely to be achieved if 
world trade as a whole increases. But world trade is excep- 
tionally vulnerable to the policies of planning and national 
development on which most countries are now embarked. 
Thus the attempts now being made to build up, through 
series of new international organizations created or projected 
since the close of the War, a machinery of internationa 
collaboration and a body of agreed principles in matters of 














10nal 
tedly 
that 
these 
1 aid 
mies 
ot by 
one 
pfo- 
10ns 
> for 
>nital 
y of 
2in’s 
nda- 
tion 
arge 
od if 


ep- 
onal 


gh a 
sted 


; of 

















51 


commercial policy, is of exceptional importance to this country. 
Two of the new organizations—the proposed International 
Trade Organization and the Food and Agriculture Organization 
—are specifically concerned with agriculture and with trade in 
agricultural products. 

The origins and purposes of the International Trade 
Organization were described by Dr. Loveday in “ The Report 
for the Trade Discussions ”’ published in this Review in April, 
1947, and by Professor Meade in his article in the January issue. 
The draft Charter of this Organization has been published 
both in its original and in its amended forms and is now 
undergoing a further, and presumably final, revision at a 
conference of all the intending participants at Havana. Mean- 
while a General Agreement on Tariffs and Trade has been 
reached and is in provisional operation by eight countries, 
including the United Kingdom, from 1st January, 1948. 

Debate in this country on the principles to be embodied 
in the Charter has largely centred round the doctrine of non- 
discrimination, to which great importance has been attached by 
the United States Government. During the ’thirties Britain 
practised a policy of discrimination by concluding preferential 
arrangements with the Dominions and Colonies and by securing 
concessions favouring British exports from some of the foreign 
countries from whom we were large buyers. On classical 
economic principles any protectionist policy, whether or not 
it embodies discrimination, is objectionable since it tends to 
obstruct the international division of labour and assists the 
country practising it mainly at the expense of others. On this 
score tariffs embodying preferential arrangements are not 
inherently more immoral than tariffs intended solely for the 
protection of home industries. But the United States takes 
particular exception to such arrangements, both because of 
the threat they imply to American exports and because of the 
tendency they may create to the establishment of more or less 
exclusive “‘ blocs” or spheres of economic influence among 
countries. 

At the same time there can be no doubt that the establish- 
ment of a code of international practice governing the use of 
protective and discriminatory devices is urgently necessary. 
If there were any assurance that in the absence of such a code 
the chief trading countries would practise free trade or adopt 
stable and moderate systems of protection, the difficult and 
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protracted task of formulating rules and securing their inte. 


national acceptance need not, perhaps, have been attempted § 
But the devices of economic control which Governments hay § 
now learned to use are so effective, and the scruples which 
limit their use have been so much weakened by the experience § 


of depression and war, that international agreement is the only 


practical means of insuring against a dangerous condition ff 


economic anarchy involving serious risks to this country in in 
present weakness. 


Thus the British Government would have been ill-advised 
in withholding its support for the United States initiative inf 


these matters, even if it had been practicable for it to do s, 
But it is now clear that the United States Government for its 
part took much too optimistic a view as to the rapidity with 
which Britain could dispense with the controls needed t 
protect her exchange and balance of payments. Last summer’ 
dollar crisis made it clear that the provisions of the Loa 
Agreement on these matters were much too rigorous; the 
tariff agreement now in operation permits the use of discrim- 
natory methods for countries facing balance-of-payments 
difficulties until March, 1952, after which date the prior 
consent of the I.T.O. will be needed. Whether these rules 
have yet been made sufficiently flexible remains to be seen, 
but at any rate they have been improved. 

Meanwhile the tariff agreement has resulted in a number of 
mutual concessions on the part of the signatory countries. 
Although the phrase “ reduction of tariffs and elimination of 
preferences’ remains in the draft Charter, the agreement 
permits the continuance of British tariff preferences up to 
specified levels, subject to the concessions agreed upon. For 
many countries the crucial provisions of the agreement will be 
those affecting United States import duties which are said to 
bring the American tariff back to its lowest level in modem 
times. How effective these reductions will be in permitting the 
expansion of trade cannot yet be judged; in any case 
the expansion of the export trade of Europe with the United 
States must depend on European recovery. But the extent to 
which the rest of the world can sell to the United States wil 
ultimately determine the possibility of restoring a sound world 
economy; unless the demand for imports on the part of the 
strongest creditor power is both large and stable, world 
economic stability will itself remain precarious. 
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Apart from the importance of these agreements and 
iproposals for the development of world trade in general, 


hav their practical bearing on the future of British agricultural 
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policy arises from the limitations they are likely to place on the 
‘policy of preferences and quantitative controls by which British 
Himports of foodstuffs were regulated before the War. The 
eneral intention of the Charter is to secure the abandonment 
| of quantitative controls and at the same time to ensure that if 
‘permitted they shall be operated in a non-discriminatory 
manner, and not, like the pre-war British import quotas, as 
methods of giving substantial preferences to favoured suppliers. 
According to the draft now under discussion, quantitative 
control of imports is only to be permitted for balance-of- 
payment reasons or, in the case of agricultural products, when 
ascheme for restricting supplies of similar domestic products is 
in operation, and in the latter case the import quotas must 
not be used to reduce the proportions of imports to total 
supplies. 

In addition to the I.T.O. proposals on these matters, the 
special problems affecting trade in foodstuffs have also been 
given detailed consideration by the Food and Agriculture 
Organization. Born of the Atlantic Charter declaration 
promising freedom from want, and set up as a result of the 
Hot Springs Conference of 1943, this Organization is by its 
constitution an advisory body designed to assist member 
nations in improving nutrition, raising the efficiency of agri- 
cultural production and promoting the welfare of rural 
populations, thus “contributing to an expanding world 
economy.” But Sir John Orr, its Director General, put 
forward in 1945 proposals for a World Food Board, to be charged 
with no less a duty than the stabilization of world prices of 
foodstuffs. In themselves these proposals, which contemplated 
the application on a grand scale of the “ buffer stock ’’ principle, 
were obviously not practical politics. They were, however, 
teferred to a Preparatory Commission, whose report,’ published 
a year ago, has now been endorsed by the Organization itself. 
Part of the report is devoted to the problems of improving 
nutritional standards in backward countries; here the Com- 
mission follows the line of the original Orr proposals in 
tecommending the adoption, with international financial 
assistance, of programmes of development designed to increase 
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food output and to give industrial employment to the popuk. 
tions displaced by the modernization of agriculture. But the 
substance of the report is occupied by a detailed discussion of 
methods of price stabilization by means of internation, 
commodity agreements. 

Agreements of this character have a bad name; th 
World Food Board proposals stigmatized those which oper. 
ated during the ‘thirties as “ children of the depression,” 
based essentially on the view that world markets are limite 
and incapable of much expansion. Restriction schemes ar 
indeed open to objection from many points of view; thy 
tend to preserve excess producing capacity, and to prevent 
production from shifting from high to low cost producers; 
they may hold prices at levels which are unfair to consumer, 
or promote the growth of production in uncontrolled ares, 
thereby further adding to the excess of producing capacity 
over demand. But in conditions of world depression it is use. 
less to expect primary producers not to attempt to improv 
their prices by such methods where they can. If such schema 
are accepted as a necessary evil it is desirable that they should 
be regulated under a general framework of internationd 
agreement. 

The Commission emphasizes the importance of attempt. 
ing to re-establish equilibrium in such circumstances by 
various methods of expanding demand, including suggested 
international “ cheap food” schemes, under which surpluses 
not saleable at commercial prices would be sold cheaply t 
malnourished countries under internationally approved arrange- 
ments. But all these measures may in practice fail, and th 
Commission recognizes that conditions may arise in which the 
only long term solution is the elimination of excess production 
capacity, or, as their report usually expresses it, “‘ shifts of 
production.” It is not surprising that the Commission should 
confess itself “‘ impressed by the complexity and difficulty of 
these problems.”’ It suggests that Governments should “ keep 
in view ” the possibility of shifts from one product to another, 
but that such shifts must be carried out so as to avoid serious 
economic and social dislocation, and should be the subject of 
regular consultation between Governments. 

The great danger to importing countries of internationd 
regulation of prices is that it may maintain world prices at an 
excessive level. The Commission records that it devoted 4 
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long discussion to the phraseology of its terms of reference 
which speak of “ prices fair to producers and consumers 
alike,” but, not unnaturally, it failed to evolve any precise 
formula for interpreting this expression. It insists, however, 
on certain important principles: stabilization does not neces- 
sarily imply making permanent the present level of prices ; and 
it should not attempt to withstand secular price movements 
due to persistence of excess or deficient production. 

In discussing the methods by which commodity schemes 
should attempt to regulate prices, the Commission approves 
the creation in suitable cases, of buffer stocks or “ price 
stabilization reserves,” which it considers should be nationally 
held, but internationally controlled. It is, of course, recognized 
that stabilization schemes are in general unlikely to succeed 
without resort to export or import quotas, and the rules 
proposed for the administration of quotas accord with the 
general I.T.O. doctrine in insisting that quotas must be applied 
without “ discrimination.” 

In relation to the world’s current problems these dis- 
cussions have, of course, a certain air of unreality ; they offer a 
hungry world a regimen for obesity. The prices of foodstuffs 
—in spite of their recent slump in the United States—need to 
be lowered rather than stabilized, and the premature adoption 
of price-stabilization schemes may well be dangerous. This 
the British Government indeed recognized, in its refusal last 
year to accept the price limits which would have been enforced 
by the new international wheat agreement then under discus- 
sion. It has now recently been reported that the United States 
has been pressing for a renewal of these discussions, but the 
prospect of a “ burdensome surplus,” or of widespread 
unemployment or underemployment in connection with wheat, 
which are the sole conditions under which commodity control 
agreements are permitted under the draft I.T.O. charter, still 
seems a little remote. 


VI. 
CONCLUSION. 

The changes reviewed in the preceding paragraphs 
obviously amount in total to a substantial reversal in the 
external influences affecting the fortunes of British agriculture. 
Dearth has replaced plenty; the high cost of imports and 
not their embarrassing cheapness, has become a main 
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pre-occupation of Governments. At home the industry’s rela. 
tions with Government have also been changed ; new methods 
of price rantee have been evolved, and seem likely to be 
client some form, which effectively shield the home 
producer of most products from the direct competition of 
imports. Further, the purchasing power of consumers is no 
longer restricted by a large volume of unemployment ; there 
is an excess rather than a deficiency of demand. But the major 
change is one which originates outside the agricultural ind 
and affects British agriculture along with all other branches 
of the country’s economic life; it arises from the threat, 
experienced for the first time since the country became a 
leading power, to Britain’s ability to maintain large-scale 
imports of essential commodities. 

In these circumstances some consideration of the réle of 
agriculture in the British economy is justified. If the change 
in the balance of payments were comparatively small, the 
expansion of home agriculture or of industries working for 
export would present themselves as alternatives. Net pro- 
ductivity per worker at world prices is probably still much 
higher in export industries than in agriculture, and industrial 
output can usually be expanded with less risk of rising real 
cost than that of agriculture. But the increase in exports 
required to sustain the pre-war volume of imports is in fact 
very large, and our ability to produce the goods required for 
export and to sell them abroad is still in doubt. The very 
magnitude of the increase required in our exports creates the 
presumption that some permanent sacrifice of imports will be 
unavoidable. 

Food is one of the classes of goods in which home 
production is capable of making some contribution to the 
replacement of imports. Agriculture, therefore, has to-day 
a greater opportunity of assisting to meet the country’s essential 
needs than has presented itself in peacetime for many decades. 


E, F. Nasu. 
University College of Wales, Aberystwyth. 


February, 1948. 
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Statistical Notes 


INDEX OF CLEARING BANK Deposits.—lIt is well known that bank deposits are 
subject to seasonal variations. Lloyds Bank have now prepared an index, with 
1938 as the base year, in which the seasonal influences are eliminated to reveal more 
clearly the underlying trend. From 1939 until the end of 1946 the index shows a 
continuous rise interrupted by the introduction of tax reserve certificates in 
December, 1941, and during the Thanksgiving savings drive of late 1945, During 
1947 the upward movement was sharply checked. Indeed, the index actually 
declined slightly between April and September last, though since that month there 
has been a renewed expansion. 


Simultaneously with the publication of the monthly clearing bank returns a 
provisional figure of the index will in future be available to the Press and will also 
be published subsequently in this Review. Tables showing the course of the index 
from 1936 to date will be supplied to subscribers on application. 


EXTERNAL TRADE.—The first figure on page 60 shows, for total exports and for 
three main items, the Economic Survey targets for 1948 as compared with the 
actual volume of exports in 1947. The line in the second figure showing exports 
per average working day has been obtained by adjusting the estimated volume of 
exports in each calendar month to a uniform month of 26 working days. The 
third chart shows that from a peak of over £75 millions in August last the monthly 
trade deficit has been reduced to roughly half this amount, though it remains well 
above the 1946 average. 


CoaLt.—Coal production has recently shown a rising tendency. Unfortunately, 
manpower in the industry showed scarcely any increase during the latter half of 1947 
and at the end of the year the labour force was still 12,000 workers short of the 
relatively modest target set in last year’s Economic Survey. If the new target for 
end-1948 is to be reached employment must rise by 32,000 during the current year. 
In striking contrast with the position a year ago stocks are now above the pre-war 
figure. By the end of the winter they are expected to have fallen to 12 million tons, 
but that will still be double the 1947 level. 


Waces AND Hours.—Wage rates continued to rise during 1947, though the 
net weekly increase was somewhat less than in the previous year. At the same time, 
there was a marked decrease in working hours, similar to the movement that occurred 
after the First World War. On an average, during 1947, nearly 5} million people 
worked approximately 34 hours a week less. 


REVENUE AND EXPENDITURE.—For the first time since 1937-8, the current 
financial year will end with a surplus (amounting at the beginning of March to 
£766 millions). High miscellaneous receipts and revenue from the sale of surplus 
war stores have been major items in providing this surplus; this does not, of 
course, take account of any net outgoings on “ below-the-line” items. Revenue 
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from direct taxation reached its peak in 1945-6, falling over 9 per cent. in the next 
financial year. On the other hand, Customs and Excise receipts have risen con- 
tinuously. 


Tue NatronaL Dest.—For the purposes of the charts on page 64 it has been 
assumed that redemption will be made at the latest permissible date if at any date 
during the years shown the stock stands below par. The shortening that has taken 
place in the average life of the debt during the War is clearly brought out. In 1939, 
30 per cent. had a life presumed to be less than 10 years; by 1947 this figure had 
risen to over 70 per cent. This decline in the relative volume of long-dated stock, 
as part of a cheap money policy, has meant that, in spite of a more than threefold 
increase in the total internal debt, the average service charge fell from 2-96 per cent. 
in 1939 to a fraction over 2 per cent. in 1947. Since money incomes have about 
doubled, interest and cost of management of the debt as a percentage of private 
income therefore shows only a slight rise although the total of debt outstanding has 
trebled. 


PERSONAL EXPENDITURE.—The first figure on page 66 shows the rise that has 
taken place since 1945 in personal expenditure at market prices, compared with the 
quarterly average for 1938. By the third quarter of 1947 the public was spending, 
at current prices, about 75 per cent. more than the 1938 average. The greatest 
increase was a more than threefold rise in expenditure on drink, tobacco and enter- 
tainment ; at the other end of the scale rent and fuel was taking only 19 per cent. 
more than before the War. On the other hand, as will be seen from the second figure, 
expenditure on drink, tobacco and entertainment has risen only slightly since 1945. 
The greatest relative increase since the end of the War has been in expenditure on 
household goods. 


BANK CLEARINGS.—The persistent fall in the rate of turnover of bank deposits 
for many years past is apparent from the charts on page 67. This is particularly 
noticeable as regards the rate of turnover of current accounts, which declined, on an 
annual basis, from over 50 times at the beginning of 1930 to less than 30 times at 
the outbreak of War. During the War the rate as measured by the clearing figures 
recorded a further sharp fall, and in the last quarter of 1947 total deposits were 
turning over less than 13 times a year—the lowest rate for the period shown. 


SwEDEN.—Tables on page 68 illuminate some of the economic trends discussed 
by Professor Montgomery in his article on Swedish post-war problems in this issue. 
The deterioration in the balance of trade from a surplus of over Kr. 650 millions in 
1945 to a deficit of almost Kr. 2,000 millions in 1947 resulted in the Riksbank’s 
gold and foreign exchange holdings at the end of last year being little more than a 
quarter of the figure for December, 1945. The virtual disappearance of Germany 
from Sweden's foreign trade has, it will be seen, been accompanied by increased 
imports from the U.S.A., which last year supplied not far short of a third of total 
imports ; in contrast, over two-thirds of Swedish exports in 1947 were taken by 
Britain and other European countries. An estimated rise in industrial production 
of some 20 per cent. since 1945 should also be noted. 
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PERSONAL EXPENDITURE 
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BANK DEPOSITS AND CLEARINGS 












7000-— 7600 
EMILLIONS EMILLIONS 
606Cy 6000 
: 
S000) 45000 
4000 AVERAGE MONTHLY TOTAL 4000 
CLEARINGS 





3006 





2000} 


1000ks 

















71930 1931 1932 1933 1934 193 1935 1937 1958 1939 1540 1941 1942 L943 1964 1945 1946 1947 ° 

50 450 
- 
r RATE OF TURNOVER OF BANK DEPOSITS 1 
LE. CLEARINGS AT ANNUAL RATES EXPRESSED AS MULTIPLE 

OF CURRENT ACCOUNTS 6 TOTAL DEPOSITS 

40 40 
“\ 
Y = MOVING AVERAGE 
WU Wy 
> 
30} 30 
TURNOVER ON 
CURRENT ACCOUNTS 
Ns \otoaet 
wry” 4 

20} A 20 

} MOVING AVERAGE 

4 4 a A ~ 

f TURNOVER ON V al 

TOTAL DEPOSITS 

10} 19 

‘ 

5 

SS a Soe = Suen - s 4 











oul + re) 
193) 1931 1952 1933 1934 1935 1936 1957 193 1959 1940 41 1942 1945 1544 1645 1946 1947 








SWEDEN: ECONOMIC TRENDS 





Millions of kronor FOREIGN TRADE 





Trade PERCENTAGE DISTRIBUTION 


Imports Exports Balence 


Imports Exports 





1938 2,081 
1939 2,498 
1940 2,004 
1941 1,674 
1942 1,780 
1943 1,814 
1944 1,677 
1945 1,084- 


1,843-3 238: 
1,888 -6 610 
1,327-5 _ 
1,545°2 
1,318-8 
1,172-3 
853-4 
1 
7 
3 





Germany 
Scandinavia 
Other European 
U.S.A 


L7 Other ‘American 
+ Rest of World. . 


1946 3,385 
1947 5,175 


2,546 - 7 
3,220 


OWS de oO 


100 








Millions of kronor CURRENT BALANCE OF PAYMENTS 
1936-38 1946 








Balance of merchandise trade. . ee 160 839 
Net shipping income .. se oe + 191 + 550 
Other invisible items .. os a 98 125 








Balance on Current Account .. oa + 129 164 





Millions of kronor FINANCE 





National Debt 
Slst August, 1939 50th June, 1947 

Funded debt +e ee es _ ws 2,515 9,373 
Floating debt— 

Treasury bills “ aa 175 

Promissory note to Riksbank . — 

Loans from State institutions and funds, ete. ll 

2,701 





RIKSBANK ; 
Commercial 


Gold* and Foreign Note Bank Deposits 
Exchange Holdings Circulation 





1,594 
1,422 
1,699 
1,958 
2,279 
2,510 
2,782 
1,909 

724 





* At market value. 


Indices 1939= 100 PRICES AND PRODUCTION 


Cost of Living Wholesale Prices Industrial Production 








113 127 
128 150 
139 164 
140 170 
141 170 
141 169 
142 162 
150 173 


t Provisional. 








